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BEFORE THE

I LLI NOI S COMVERCE COWMM SSI ON

IN THE MATTER OF: )

COMVONWEALTH EDI SON RATE CASE, No. 05-0597
Proposed General increase in

rates for delivery service

(Tariffs filed on August 31,

2005. )

Chi cago, Illinois
March 28, 2006

Met, pursuant to notice, at 9:00 a.m

BEFORE:
MR. GLENNON DOLAN and MS. KATI NA HALOULOS,
Adm ni strative Law Judges

APPEARANCES:

MR. RI CHARD G. BERNET
MS. ANASTASI A POLEK- O BRI EN
10 South Dearborn Street, Suite 3500
Chicago, Illinois 60603
Appearing for for ComEd;
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APPEARANCES ( Conti nued)

MR. RI CHARD C. BALOUGH

53 W Jackson Boul evard, Suite 956

Chicago, Illinois 60604

Appearing for Chicago

Transit Authority;

MR. MARK KAM NSKI

AND MR. RI SHI GARG

100 W Randol ph Street
Chicago, Illinois 60601

Appearing for The People
of the State of Illinois;

DLA PI PER RUDNI CK GRAY CARY US,

MR. CHRI STOPHER J. TOWNSEND
MR. W LLI AM A. BORDERS

203 N. LaSalle Street, Suite 1900

Chi cago, Illinois 60601

Appearing for The Coalition of

Energy Suppliers
(Direct Energy Services,

US Energy Savings Corp.)

MR. RONALD D. JOLLY and
MR. J. MARK POWELL

30 North LaSalle Street, Suite 900

Chicago, Illinois 60602

Appearing for the City of Chicago;

LEADERS, ROBERTSON & KONZPU

MR. ERI C ROBERTSON

Granite City, Illinois
AND

MR. CONRAD REDDI CK

MR. RYAN ROBERTSON

1015 Crest Street

Wheaton, Illinois 60188
Appearing for I1EC;

LLC,
M dAmeri can Energy Conmpany,
Energy Services Corporation,

by

Peopl es
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APPEARANCES ( CONTI NUED)

FOLEY & LARDNER, by
MR. E. GLENN RI PPl E and
MR. JOHN RATNASWAMY
321 North Clark Street, Suite 2800
Chicago, Illinois 60610
Appearing for ComEd;

MR. ALLAN GOLDENBERG

MS. MARI E D. SPI CUZZA

Assi stant State's Attorney

69 West Washi ngton, Suite 3130

Chicago, Illinois 60602
Appeari ng for Cook County
State's Attorney's Office;

MS. CARLA SCARSELLA
MR. JOHN FEELEY
MR. CARMEN FOSCO
MR. SEAN BRADY
160 North LaSalle Street, Suite C-800
Chicago, Illinois 60601
Appearing for the ICC Staff.

SI DLEY & AUSTI N, by
MR. DALE THOMAS
One Sout h Dearborn
Chicago, Illinois
(312) 853-7787

Appearing for Commonweal th Edi son Conpany;
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APPEARANCES ( CONTI NUED)

Gl ORDANO & NEI LAN, by

MR. PATRI CK GI ORDANO

MR. PAUL NEI LAN

MS. CHRI STI NA PUSEMP

360 North M chigan

Chicago, Illinois 60601
Appearing on behalf of of the
Bui | di ng Owners and Managers
Associ ati on of Chicago;

MR. LARRY GOLLOP
1000 I ndependence Avenue
Sout hwest, Washi ngton, DC 20585

for U S. Departnment of Energy;

HI NSHAW & CULBERSON, by

MR. EDWARD GOWER

401 South Knight, Suite 200

Springfield, Illinois 61721.
for Metra;

CI TI ZENS UTI LI TY BOARD,

MR. ROBERT KELTER

MS. JULI E SODERNA AND

MR. MELVI LLE NI CKERSON

208 South LaSalle, Suite 1760

Chicago, Illinois 60601
Appearing for CUB;

SONNENSCHEI N, NATH & ROSENTHAL, by
MR. JOHN ROONEY

AND MR. M CHAEL GUERRA

233 S. Wacker Drive

Suite 8000

Chicago, Illinois 60606

(312) 876-8925

SULLI VAN REPORTI NG COMPANY, by
Carla L. Camliere, CSR,
Li cense No. 084-003637
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I NDE X

W t nesses: Direct Cross direct

Al an Chal f ant

1655 1657

1662

Di ana Hatt horn

1706 1711
John Dt ut sman

1755 1757
M chael McNally

1774 1783
Sheena Ki ght
1809 1811
1819
Theresa Ebrey
1851 1851
1859

Eric P. Schl af, Ph.D.
1915 1917
1928
1930

Re-

1752

1807

Re- By
cross Exam ner
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EXHI BI TS

Nunber For ldentification
Il EC

#2.0,2.1,2.2,6.0 & 6.1
ConmEd Cross

#10 1664

#11 1674

#12 1676

#13 1695
| CC Staff

#1.0 & 12.0

#10.0 & 10.1

#5.0 & 16.0
ConmEd Cross

#14 1805
| cc

#4.0,4.1,4.3 & 15.0
ConEd

#15 1828
| CC Staff

# 2.0 & 13.0
AG

#4 1858
| CC Staff

#20.0

1657
1703
1703
1703
1703
1705
1756
1773
1808

1811

1851

1916

I n Evidence
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JUDGE DOLAN: Good morni ng, everybody.
By the power and authority of the
[1linois Commerce Conmi ssion, | call Docket
No. 05-0597, Commonweal th Edi son Conpany proposed
general increase of electric rates, general
restructuring of rates, price unbundling of bundl ed
service rates of revision of other terns and
condi tions of service.
W Il the parties please identify
themsel ves for the record.
MS. POLEK- O BRI EN: Darryl Bradford,
Ri chard G. Bernet and Anastasia Pol ek-O Brien,
appearing for Conmmonweal th Edi son Conpany.
Al so appearing for Comonweal th
Edi son, M. E. Gl enn Rippie and John Ratnaswany of
the law firm of Foley and Lardner, and Dale E. Thomas
for the law firm of Sidley, Austin.
MR. FEELEY: For the Illinois Commerce
Comm ssi on, John Feel ey, Carmen Fosco, Sean Brady,
and Carla Scarsella, 160 North LaSalle Street, Suite
C- 800, Chicago, Illinois 60601.
MR. GOLDENBERG: Al an Gol dberg and Mary D
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Spicuzza, Assistant State's Attorney on behalf of the
Cook County State's Attorney's, 69 West Washi ngton,
Suite 3930, Chicago, Illinois 60602.

MR. POWELL: On behalf of the City of Chicago,
J. Mark Powell and Ronald D. Jolly, 30 North LaSall e,
Suite 900, Chicago, Illinois 60602.

MR. ROBERTSON: On behalf of the Illinois
I ndustrial Energy Consumers, Eric Robertson, Ryan
Robertson of Leaders, Robertson, and Conrad Reddi ck.

MS. SODERNA: Appearing on behalf of the
Citizens Utility Board, Julie Soderna Melville
Ni ckerson, and Robert Kelter, 208 N. LaSall e,
Suite 1706, Chicago, Illinois 60604.

MR. GARG: Mark Kam nski and Rishi Garg, 100
West Randol ph Street, Chicago, Illinois 60601 on
behal f of the People of the State of Illinois.

MR. BORDERS: W I liam A. Borders and
Chri stopher Townsend, Dl a Piper Rudnick Gray Cary Us,
LLP,
203 N. LaSalle Street, Suite 1900, Chicago, Illinois
60601.

JUDGE DOLAN: Let the record reflect no other
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appear ances.

We are starting with M. Chalfant

t oday.
MR. ROBERTSON: That's correct, your Honor.
JUDGE DOLAN: M. Robertson, are we ready to
proceed?

MR. ROBERTSON: We are.
We call Alan Chal fant on behal f of the
Il'linois Industrial Energy Consumers.
(Wtness sworn.
ALAN CHALFANT,
called as a witness herein, having been first duly
sworn, was exam ned and testified as follows:
DI RECT EXAM NATI ON
BY

MR. ROBERTSON:

Q M. Chal fant, would you state your name
pl ease.
A My name is Alan Chalfant. | work for

Brubaker and Associ ates Inc.
Q And are you appearing on behalf of the
I1'l'inois Industrial Energy Consumers?
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A Yes, | am

Q | show you now what's been previously
marked Il EC 2.0, 2.1, 2.2, which purports to be your
direct testimony; is that correct?

A Yes, it is.

Q And | show you now what has been marked has
previously Il EC Exhibit 6.0 and 6.1, which purports
to be your rebuttal testinony; is that correct?

A That's correct.

MR. ROBERTSON:  Your Honor, | forgot your
ruling. Did you want us to move to admt after cross
or before cross?

JUDGE DOLAN: It's only after cross with the
panel testimony.

MR. ROBERTSON: Okay. | woul d nove, given our
shortened approach, | would nmove for the adm ssion of
Il EC Exhibits 2.0, 2.1, 2.2, 6.0 and 6. 1.

JUDGE DOLAN: Any objection?

MR. BERNET: No obj ecti on.

MR. POWELL: No, your Honor.

JUDGE DOLAN: Then they will be admtted into
the record. ITEC 2.0, 2.1, 2.2 and 6.0 and 6.1 wil
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also be admtted into the record.

(Wher eupon, |1 EC Exhibit

Nos. 2.0, 2.1, 2.2, 6.0. And

6.1 were admtted into
evi dence.)
MR. ROBERTSON: The witness is available for
Cross-exam nation.
CROSS EXAM NATI ON
BY
MR. POWELL:
Q Good morning, M. Chalfant.

Good mor ni ng.

Q My name is Mark Powel | . | represent the
City of Chicago. I just have a handful of questions
for you. It all relates to your rebuttal testimony.

In your rebuttal testinony at Pages

7

to 8, you discuss CUB, City, Cook County's Stephens,

Ruback's recomendati on that the Conmm ssion take
class annual utilization of ComEd's distribution
facilities into the account in allocating

di stri bution demand costs; is that correct?

A Yes.
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Q And, specifically, on Pages 7 to 8 at
Lines 136 through 38, you state that if M. Ruback's
recommendati on were applied to camera stores, those
stores would have to charge different amounts for the
same camera based on how many pictures a customer
woul d be taking; is that correct?

A Yes.

Q Woul d you agree that canmera stores are not
regul ated by this Comm ssion?

A That's correct.

Q Woul d you al so agree that prices for
cameras are set by market forces?

A That's correct.

Q ComEd' s delivery service rates will be set
by this Conm ssion; is that correct?

A That's correct.

Q Woul d you agree that in allocating costs
among -- distribution demand costs among ComEd' s
customer classes, fairness and equity and proper
consi derations?

A |*"m sorry. Could you repeat that.

Q Woul d you agree that in allocating
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di stribution demand costs anong ConEd's rate cl asses,
fairness and equity are proper considerations?

A In setting ConmEd's distribution rates,
fairness and equity are certainly a consideration.

In allocating the costs, | think the
primary factor is cost causation.

Q | would like to refer you now to your
rebuttal testimny at Page 8, Lines 141 to 142.

Where you state that to inplenment
Mr. Ruback's proposal to account for a class usage in
all ocating distribution demand costs, M. Ruback
al l ocates a, quote: "Arbitrary 50 percent" close
guote, of distribution demand costs based on usage;
is that correct?

A Yes.

Q Have you reviewed M. Ruback's direct
testimony in this proceedi ng?

A Yes, | have.

Q Isn't it true that M. Ruback testified in
his direct testinmny that although he chose to weigh
demand and usage equally in his recomended cl ass
revenue allocation, the Comm ssion has discretion to
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assign different weighting of demand and usage?

A He said that, yes.

Q | would like to refer you now please to
Page 10, Lines 198 to 200 of your rebuttal testimony.

A Okay.

Q There you state that residential bills from
ConmEd are based primarily on usage, quote, "Which is
dramatically effected by random el enents, such as
weat her." Cl ose quote.

Did | read that correctly?

A Yes, you did.

Q Isn'"t it true that ComEd's billing
det erm nants have been weat her normalized?

A The billing determ nants have, but the
weat her hasn't.

Q Isn't the purpose of weather normalization
to danpen the effects on revenues of changes in the
weat her ?

A It's to make sure that the rates are not
set reflecting an anomaly so that on the average they
woul d coll ect correct revenue.

Q Finally, | would |ike to refer you to
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Page 8 of your rebuttal testinony on Lines 147
t hrough 49 where you state that M. Ruback, quote:
"Provides no factual or | ogical
support for his proposal other than his subjective
concept of equity." Close quote.
Did | read that correctly?
A Yes.
Q Isn't it true that in his direct testinmony,

Mr. Ruback testified that post-restructuring ComEd

will be very simlar structurally to the natural gas
distribution utilities regulated by the Comm ssion?
A He made that statement, yes.

Q And M. Ruback further testified in his
direct testimony that in every natural gas
distribution utility case in the |ast decade, this
Comm ssion has set gas revenue requirenments by
reflecting both usage and demand in the allocation of
di stribution and demand costs; is that correct?

A That's also a correct statement of his
testimony.

MR. POWELL: Thank you.

| have nothing further.
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JUDGE DOLAN: Thank you

M. Bernet?

MS. POLEK-O BRI EN: CTA and CUB

JUDGE DOLAN: Okay. CTA took out theirs.

CUB is the only one.

MR. NI KERSON: CUB doesn't have any cross.

JUDGE DOLAN: All right.

A

Q

Commonweal

for you.

this case,

CROSS EXAM NATI ON
BY
MR. BERNET:
Good morning, M. Chalfant.
Good mor ni ng.
My name is Richard Bernet. | represent

t h Edi son Conpany. I have a few questions

In connection with your testimony in

did you review the direct, rebuttal and

surrebuttal testinony of M. Jerry Hill.

A

Q

Yes.

And did you also review the direct,

rebuttal and surrebuttal testimny of M. Costello0?

A

Yes.
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Q And did you review the direct, rebuttal and
surrebuttal testinony of M. DeCanpli?

A Very briefly.

Q Okay. And do you know that in connection
with M. DeCanpli's direct testimny Exhibit 4.1 was
a DVD vi deotape that he prepared related to this
case?

A Yes. | did not review that videotape.

Q Okay. Do you know what the subject matter
of that videotape was?

A | don't recall

Q Do you agree with me that the Comm ssion
shoul d decide this case based on the facts in
evidence in this case?

A Yes.

Q I n connection with the preparation of your
testi nony, you prepared work papers, didn't you?

A Yes, | did.

Q What is your understandi ng of what a work
paper i s supposed to represent?

A Basically, the steps that you progress
t hrough in order to get to the final product.
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Q Would it be fair to say that your work
papers contain your anal ysis?

A Yes.

Q And that's true with respect to your
anal ysis for -- strike that.

In connection with this case, you are
recommendi ng that the general intangible plant that
ConEd has proposed in this case be reduced by
$441 mllion; is that right?

A Yes.

Q And you are also recommendi ng that the
adm ni strative and general expense that ComEd is
seeking to recover in this case should be reduced by
$119 mllion; is that right?

A Yes.

Q Showi ng you what |I'm going to mark as ComEd
Cross- Exhi bit 10.

(Wher eupon, ComEd Cross Exhi bit
No. 10 was marked for
identification.)
BY MR. BERNET:

Q Do you recogni ze that docunent,
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M. Chal fant?

A Yes.

Q And can you tell us what it is.

A That was nmy work paper for quantifying the
amounts | proposed for adm nistrative and gener al
costs and general and intangi ble plant.

Q Are there any other work papers that you
prepared relating to your proposed adjustnent to
general and intangible plant?

A | don't believe so.

Q Are there any other work papers related to
your proposed adjustnment to adm nistrative and
general expense?

A | don't believe so.

MR. BERNET: Did you guys get one of those?

JUDGE HALOULOS: No.

MR. BERNET: | apol ogi ze.

BY MR. BERNET:

Q Now, | would like to direct your attention

to the direct testimony of M. DeCanpli.
I have some extra copies.
And, specifically, I would like to
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direct you to Page 18 of M. DeCanmpli's direct.

A Okay.

Q Were you aware that in connection with the
rul es applicable to the filing in this case that
ConEd had an obligation to describe in detail its
| argest capital addition since its |ast rate case?

A Yes.

Q And that rule required ConEd to file what's
known as Schedul e F4.

I s that your understanding?

A Yes.

Q It is also your understanding that the rule
that requires ConkEd to make such subm ssion is 285,
Part 6100 of the Conmm ssion's rules?

A That's what M. DeCanpli states. And I
have no basis or second-guessing that one.

Q Okay. Thank you.

And in connection with that rule, it
requires Comed to provide information that describes
each addition, the date the project started, the
conpl etion date, conpletion cost, the reason for the
project, alternatives considered, and reasons for
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rejecting each alternative, reports relied upon by
management when deciding to pursue the rate base
addi tion.
Do you agree those are all conponents
t hat ComEd has to provide?
A Yes.
Q Now, | would like to -- strike that.
Well, would you accept that ComEd made

a determ nation that, as set forth in M. DeCampli's
testimony at Line 380 of his direct, that ComEd
determ ned that every capital addition in excess of
$6.9 mllion, it would have to disclose all this
informati on?
A Yes.
Q And now, directing your attention to
Exhi bit 4.3 attached to M. DeCanpli's testinmony.
A What | have seens to go from4 to 14.
have the testimony. Maybe there is another file here
t hat has the exhibits. | don't think so.
Q Bear with me for one second pl ease.
| apol ogi ze.
Well, while we're | ooking for that, is
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it your understanding that schedule, Attachment 4.3
to Mr. DeCanpli's testimony is Schedule F4 that ConmEd
filed in this case?

A Okay.

Q You reviewed that in connection with your
testinony?

A | did not review that, no.

Q You didn't review Schedule F4 attached as
Exhibit 4.3 to M. DeCanpli's testinony?

A No, | didn't.

Q And | know you don't have it in front of
you, but Schedule F4 lists the top 21 capital
additi ons added to ConEd's rate base since its | ast
rate case

And it also explains. It lists them
by project nane. It describes the reasons for the
projects; the alternatives considered and reasons for
rejecting each. And it also lists reports relied
upon by managenent when deciding to pursue that
addi tion.
Does that refresh your recollection as

to whether or not you reviewed that document?
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A | have not reviewed that docunent.

Q Okay.

A | reviewed the reference to it, but | have
not reviewed the document.

Q Okay. Now, directing your attention back
to Mr. DeCanpli's testimny at Page 20 and conti nuing
t hrough Page 36.

You revi ewed that section of

M. DeCanpli's testinony?

A As | noted in your initial question on this
series, | reviewed M. DeCanmpli's testinmony fairly
briefly.

| spent nore time on M. Hill's and

M. Costello's.

Q Okay. Well, would it be fair to say that
your testimony contains no discussion of any of the
top 10 capital additions that ComEd is seeking to
incorporate in the distribution plant in this case?

A That woul d be accurate.

Q Okay. And then M. DeCanpli also describes
at Page 37, he begins describing the top 11 maj or
capital projects that ComEd has constructed since the
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| ast rate case relating to general and intangible
pl ant .

You didn't review that either?

A | reviewed it briefly. | did not analyze
it in any detail.

Q Okay. So would it be fair to say that you
make no recomrendati ons concerni ng whether or not any
of those 21 projects are used and useful ?

A | did not make anal ysis of each of the
pl ant additions individually, that's correct.

Q And you did not make a determ nation that
any of those investnments are not used and useful in
serving customers; isn't that right?

A What was your | ast couple words there?

Q "Il rephrase.

Wth respect to those 21 capital
additions, you did not nmake any determ nation that
those investments are not used and useful; isn't that
right?

A That's correct.

Q You also didn't make any determ nation that
those 21 projects were not prudent for ComEd to
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incur?
A That's correct.

However, had | done so, the focus
woul d have only been on 11 that are involved in
general and intangible, not involving the full 21.

Q Right. You didn't make that determ nation,
correct?

A That's correct.

Q And you didn't make any specific
determ nation that ComEd incurred unreasonabl e costs
associ ated with those 21 projects; isn't that right?

A As associated with individual projects,
that's right.

Q | know you testified about Schedul e F4, but
I just wanted to make sure that we're on the same
page here. Il would Iike to show you Exhibit 4.3 just
so you have it, so I'll give you nmy copy.

MR. BERNET: Do you guys have that Exhibit 4.3,
it's attached to his testinony?

JUDGE DOLAN: Thi s?

MR. BERNET: M. DeCanpli's.

JUDGE DOLAN: | don't have it with me.
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That's all right.
BY MR. BERNET:

Q M. Chal fant, directing your attention to
Colum G there, you see that's a |ist of reports
relied upon by management in deciding whether or not
to nove forward with those specific investments?

A Yes, it's a summary of that.

Q I n connection with the preparation of your

testi mony, do you recall reviewi ng any of those

reports?
A No, | did not.
Q Now, did you have occasion review any of

t he work papers that were attached to M. DeCanpli --
or that were provided in connection with
M. DeCanpli's direct testinmny?

A No, | didn't.

Q In connection with the preparation of your
testinony, did you submt data requests to
Comonweal t h Edi son Conpany?

A |l EC subm tted data requests.

| believe that in that would have -- |
personally did not submt any on the subject of A&G
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expenses or general intangible plants. | found nost
of what was helpful to me in the form of data
responses and in response to M. Lazare.

Q Did you submt -- you didn't submt any
data requests to ComEd in connection with any other
portion of your testimny?

A l'"mtrying to recall.

| believe | did on the subject of the
cost-of-service study.

Q Okay. So in connection with your review of
M. DeCanpli's testinmny, you didn't submt any data
request to ComEd relating to the top ten distribution
pl ant capital additions that ComEd has added since
the | ast rate case?

A No, | didn't.

Q And in connection with your review of
M. DeCanpli's testimony, and in particular the 11
general intangible plant projects that ConmEd has
constructed since the |last rate case, you didn't send
any data requests to ConkEd related to those projects
either; isn't that right?

A That's correct.
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Q Handi ng you what |'m marking now as ConEd

Cross- Exhibit 11.
(Wher eupon, ConmEd Cross- Exhi bit
No. 11 was marked for
identification.)
BY MR. BERNET:

Q For the record, that is a letter dated
Novenber 15, 2005 from Cynthia Fonner to the parties
on the service list in this case. It's a two-page
letter, and attached to the letter is an e-mail from
Ellen Glen to a nunber of parties which I would
represent to you were the parties on the service |i st
as of November 15, 2005.

And do you see that M. Robertson is
identified as one of the recipients of the e-mail.

MR. ROBERTSON: We'Ill stipulate that | was one
of the recipients.

BY MR. BERNET:

Q And one of the things that this letter
describes is in the second paragraph that ConmEd had
establi shed data roons containing information
relative to the case.
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Do you see that?
A Yes, | do.

Q And the letter goes on to say that in

connection with the data roonms that ComEd establi shed

there were reports prepared by the Power Delivery
Research and Consulting Corporation relating to each
of the capital projects identified on Schedul e F4.

Do you see that?

A Yes, | do.

Q Do you know the data roonms contain
approxi mately 25,000 pages of materials relative to
this case?

A | accept that, and probably no W ndows
al so.

Q No, there were W ndows.

Did you review in connection with the
preparation of your testinony the 20 vol umes of
reports prepared by the Power of Delivery Research
Consul ting Corporation on behalf of ComEd?

A No, | didn't.

Q And you didn't visit the data room either

did you?
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A No.
Q Are you famliar with what is known as the
FERC Form 17
A Yes.
Q ' m going to hand you now what | will mark
as ComEd Cross-Exhibit 12.
(Wher eupon, ComEd Cross Exhibit
No. 12 was marked for
identification.)

BY MR. BERNET:

Q For the record, that is a copy of the cover
page and Pages 204 through 207 of ComEd's 2004 FERC
Form 1.

Woul d you accept that?

A Yes.

Q And ComEd prepares the FERC Form 1 annually
and submts that to FERC?

A That's correct.

Q ConEd also files a simlar docunent,

Form 21. You are famliar with that?
A General ly, yes.
Q And what this docunent does is -- it
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identifies various classes of distribution plant and

expenses. s that your understanding?
A Well, it does a whole |ot more than that.
Q Sur e.

A But the pages you supplied to me, that's
what they do, that's correct.

Q Okay. And | would like to direct your
attention to Page 206 of that docunment. And in
particular, Lines 77 through 86.

A ' m there.

Q Okay. And is it your understanding that
those accounts are the accounts that are included in
ConkEd' s general plant?

A Yes.

Q And Account 389 is land and |and rights.

Do you see that?

A Yes.

Q Can you descri be what m ght be included in
t hat bal ance?

A Land.

Q Leases, | and?

A Rel at ed property.
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Q

And the Ac

count 390, which is on

Li ne 78,

it's called Structures and I nprovements. \What woul d

you expect to be fou

A

Q

equi pment .

Primarily

Then Line

ConEd's fleet of tru

Woul dn' t

A

Q

you expect
Trucks, ai

In Line 81

you expect to be inc

A

accounts,

Q

| haven't

so |'m not

The ot her

are tools, shop and

Li ne 82,

communi cati on equi pment,

A

Q

| abor atory

Do you
Yes.

And woul d

nd in that category?
bui | di ngs.

79 is office furniture

and

Line 80 is transportation equi pment;

cks would be in that category.

t hat ?
rpl anes, what have you.
IS stores equi pment.

| uded in that account?

What woul d

reviewed the description of the

sure.

accounts that are |listed there

garage equi pment, that'

S

equi pment, power equi pment,

see all that?

you agree with me that

coll ective bal ance of those accounts as of

was over

$1 billion?

m scel | aneous equi pment .

the

12/ 31/ 2004
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A Was how nuch?

Q Over 1 billion.

A Yes.

Q Your testinmony contains no specific
di scussi on of any of those accounts; is that correct?

A Of any of those accounts? That's correct.
It doesn't.

| think it's important to note that
these are sinmply the costs that ComEd reports to FERC
for that year. They're not necessarily costs that
have been approved by the Comm ssion.

Q Approved by what Comm ssion?

A The Il1linois Commerce Comm ssion.

Q Under st ood.

But your answer to that question was,
you have not made any specific recommendation
concerning any of those bal ances; is that correct?

A That's correct.

Q Okay. And you al so haven't made any
specific determ nation concerning the underlying
assets that would be found in those account bal ances;
isn't that right?
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A That's correct.

Q And you didn't send any data requests to
ConmEd concerning any of those accounts; isn't that
right?

A That's correct.

Q And you made no determ nation that the
bal ances -- strike that.

| would like to direct your attention
to M. Hill's testinony for a noment pl ease.

And in particular, it's ComEd
Exhi bit 19, Schedul e 5.

A Exhi bit 19, what?

Q Schedul e 5.

A No schedule is attached.

Q You reviewed M. Hill's testinony including

t he schedules, didn't you?

A Yes.
Q That includes his rebuttal testimny?
A Yes.

Q Schedule 5 is a |ist of estinmated
depreciable Iives of general and intangible plant.
"' m not going to ask you about the
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depreciation. |I'mjust going to ask you about what
appears on Lines 15 through 22 of that schedul e, and
it's various computer software; a Cegis design tool.
You woul d expect that to be found in an intangible
pl ant, wouldn't you?

A The what ?

Q It's called Cegis design tool
A Yes.
Q Let me ask it this way: I n connection with

t he preparation of your testinony, did you review any
specific intangi ble plant that ConmEd is seeking to
recover in this case?

A No.

Q And you didn't conclude that any intangible
pl ant is not used and useful in serving customers in
ConmEd' s service territory; is that right?

A | didn't what?

Q You didn't conclude that any of ConEd's
i ntangi bl e plant is not used and useful ?

A That's correct.

| thought you said "include" not
"“concl ude. "
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Q No problem
And you didn't conclude that any of
the investment ComEd made in any of its intangible
pl ant was i nmprudent; isn't that right?
A That's correct.
Q And you didn't conclude that any of the
money that ComEd invested in intangible plant
proj ects was unreasonably high?
A That's correct.
Q And it's true that the basis of your
di sal l owance for ComEd's general and intangible plant
is that ComEd has not adequately presented a valid
reason for the increase in net general and intangible
plant; is that right?
A It's -- first, that there was a very
significant increase.
And, secondly, they do not explain a
good reason for it. That's correct.
Q Now, you determ ned that general and
i ntangi bl e plant since the -- strike that.
You made a determ nation that ComEd's

general plant between its |last rate case and now had
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increased by 24.8 percent; isn't that right?

A | believe that's correct.

Q And it's your conclusion that ConEd's
general intangible plant should not have exceeded

that rate of increase; isn't that true?

A Yes.
Excuse ne. If we could go back
Q Okay.
A Did you ask me in the prior question if the

di stri bution plant increased by 24.8 percent?

Q Yes.
A Okay. | agree with that, yes.
Q Thank you for that clarification

So you concluded that the increase in
ConEd's distribution plant was appropriate in this
case; is that right?

A | didn't address the appropriateness of the
total distribution plant. | accepted that and used
that as a majoring device as to what would be a
reasonabl e expected increase in the general,

i ntangi bl e pl ant.
Q So you accepted what ConEd said with
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respect to distribution plant?

A That's correct.

Q Okay. And in terns of evaluating what you
think is an appropriate increase in general and

i ntangi bl e plant, you did no conparison between

general plant and distribution plant; isn't that
right?

A That's correct. | treated the two as a
whol e.

Q And so you did no independent analysis of
whet her an increase in intangible plant conmpared to
di stribution plant was appropriate, right?

A That's correct.

Q Okay. Now, you understand that ComEd's

| ast rate case was | CC Docket 01-0423?

A Yes.

Q And that was filed in 2001, that case?
A Yes, with a 2000-test year, | believe.

Q You testified in that case, didn't you?
A Yes.

Q You made a reconmmendation to the Comm ssion
that ComEd's general intangible plant bal ance should

1684



10

11

12

13

14

15

16

17

18

19

20

21

22

be reduced, didn't you?

A Yes, | did.

Q And the basis for that recommendati on was
not that general and intangi ble plant should only
increase at the same rate that distribution plant
increases, right?

A That was not my proposal in that case,
that's correct.

Q And do you know whet her or not ConmEd had a
prior delivery services rate case prior to the 2001
case?

A | believe they did.

| don't remenmber when we switched from
regul ar rate cases to delivery services.

Q Woul d you accept, subject to check, that it
was 19997

A Okay.

Q So when you testified in the 2001 case, you
didn't evaluate ComEd's general and intangible plant
conpared to what it had been in the 1999 case, did
you?

A No, | didn't.
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Well, | did, but |I did not make that a
part of my proposal in that case.

Q And you didn't evaluate the rate of
increase of distribution plant between the 1999 case
and the 2001 case to make your recommendation; isn't
that right?

A That's correct.

Q And the Commerce Comm ssion ultimtely
i ssued an order in that case, didn't it?

A Yes, it did.

Q The Comm ssion didn't determ ne that the
appropriate |l evel of general and intangi ble plant was
directly tied to any distribution plant bal ance
increase, did it?

A Not in that case, no.

Q How many cases woul d you say, regul atory
cases, would you say you testified in in your career,
just ball park?

A 400.

Q And out of those, how many woul d you say
were rate cases?

A At | east 300.
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Q And in none of those cases have you
proposed or supported an adjustment to general and
intangi ble plant in order to maintain a fixed
proportional relationship between general and
i ntangi bl e pl ant bal ances and distribution plant
bal ances, right?

A That's correct.

It's only becone a relevant issue

since we reached the point where utilities are
transitional fromvertically integrated utilities to
di stribution only utilities.

MR. BERNET: | move to strike.

That answer was a yes-o0r-no.
JUDGE DOLAN: Sust ai ned.
BY MR. BERNET:
Q So et me ask that question one nore tinme.
In none of those cases, have you
proposed or supported an adjustnent to general and
intangi ble plant in order to maintain a fixed
proportional relationship between general and
i ntangi bl e pl ant bal ances and distribution plant
bal ances, correct?
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A Correct.

Q To your knowl edge, has the Illinois
Commerce Conmm ssion ever made an adjustment to a
Utility's general and intangi ble plant solely on the

basis of the theory you recommend here?

A Yes.
Q I n connection with your -- strike that.
You don't cite any economc literature
t hat support the conclusion that electric utility

general and intangible plant spending should increase
at precisely the same rate as distribution plant
spendi ng, right?

A That's correct.

Q And you don't cite any enpirical or
i ndustry analysis to support that theory either;
isn't that right?

A That's correct.

Q Okay. Now, | would like to direct your
attention to your direct testinony at Page 6.

Are you there?
A Yes.
Q Your recommendation to reduce ConEd's
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adm ni strative and general expense is based upon what
you believe to be an appropriate percentage of
ConEd' s nonA&G, O&M costs, right?

A It's based on the approved percentage from
the | ast proceeding.

Q And by that, you mean the 2001, 0423 rate
case, right?

A That's correct.

Q And when we say "O&M, " you understand me to
mean operation and mai ntenance expenses, right?

A That's correct.

Q So it's your conclusion that ComEd's A&G
expenses in this case should be capped at precisely
35.8 expense of O&M expense; isn't that right?

A That's correct.

Q You testified in that case and made a
recommendation that the Comm ssion reduce ComEd's A&G
expense, didn't you?

A Yes, | did.

Q And the basis for that recomendati on was
not that there should be a fixed proportional
relati onship between A&G expense and nonA&G, O&M
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expense; isn't that right?

A That's correct.

Q In fact, in none of the cases that you
testified in before have you proposed or testified in
support of an adjustnent to A&G in order to maintain
a specific fixed proportional relationship between
A&G expense and nonA&G, O&M expense; isn't that
right?

A That's correct.

Q And in your testimny, you cite no econom cC
study to support your theory that A&G should only be
all owed at a fixed percentage of O&M expense, right?

A That's correct.

Q And your testimony contains no discussion
anal ysis, or rationale as to why the relationship
bet ween A&G and O&M expense in the |ast DST case was
t he appropriate standard; isn't that right?

A | believe | noted that was the appropriate
standard because it's what the levels of the
Comm ssion -- based on the levels that the Comm ssion
found just and reasonabl e.

Q Ri ght .
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But the Comm ssion, the Conmm ssion's
analysis in that case did not conmpare A&G to nonA&G,
O&M and concl ude that a specific percentage was
necessary; isn't that right?

A That's correct.

Q | would like to direct your attention to
your direct testimony at Page 4, Line 66 through 70.

At that point in your testinony, you
identified some of the specific types of A&G
expenses, right?

A That's correct.

Q And that's salaries of corporate officials,
pensi ons and benefits, injuries and damages, office
supplies, and m scell aneous expenses, right?

A That's correct.

Q And in M. Hill's testinony, he testifies
t hat A&G expenses also include information
technol ogy, human resources, finance, |egal, and
communi cati ons.

You woul d accept that those are also
appropriate A&G expenses, correct?

A At | east parts of them yes.

1691



10

11

12

13

14

15

16

17

18

19

20

21

22

Q

And you have no reason to dispute that

ConmEd had A&G expenses in each of those categories in

the textur
A
Q
testinony?
A
Q
restructur
A

Q

A

Q

under st andi ng?

A

Q

e of

No.

this case?

Now, you said you reviewed M. Costello's

Yeah.

And you know that in 2001 ConEd

ed?

Yes.

' m sorry. Exelon restructured?

(Shaki ng head up and down.)

That

i ncl

uded ConEd, is that your

That's correct.

And

t hat

many of the functions that ComEd

performed in-house were transferred to its shared

services conpany,

A

Q

A

Q

BSC?

That's correct.

Did you factor that into your analysis?

That

But

fact

your

does not change my anal ysis.
testi mony contains no discussion
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of those facts; isn't that correct?

A | actually did at Page 5, Line 78
through -- well, that answer in particularly, |
referred to the BSC in the first sentence.

So | did discuss that in my testimony,

yes.

Q Okay. And that didn't effect your
anal ysis, though; is that right?

A That's correct.

Q You didn't send ComkEd any data requests

concerning its specific A&G expenses in this case,

did you?
A No, | didn't.
Q You don't dispute that those expenses were

i ncurred, though, do you?

A No.

Q And you don't claimthat any of those
amount -- that any of the ampunts spent by ConmEd with
respect to A&G expenses were unreasonabl e?

A Not individually only in the aggregate.

Q And your testimny contains no analysis or
eval uation of any of the specific expenses that ComEd
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has included in its A&G bal ance for recovery in this
case?

A That's correct.

Q | would like to direct your attention to

your direct testimony at Page 3 and specifically

Tabl e 1.
A You're losing ground in terms of pages.
Q | know.

So in that table, you identify what
ConEd's adm ni strative and general expenses were when
t hey were approved in 2000; is that right?
A Yes.
Q And woul d you agree with me that the amount
of adm nistrative and general expenses plus the
amount of O&M expenses in 2000 was roughly

$670 mllion?

A Yes.

Q And t hat was test year 20007?

A That's correct.

Q And also on that, in that table, you've

i sted what ComEd proposed to recover in 2004 with
respect to admnistrative and general expense and O&M
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expense, right?

A Yes.
Q What do those two total approximtely?
A | don't have a cal culator with me.

That is going to be a little bit over

7 mllion.
Q " m sorry.
How much?
A It will be -- well --
Q 7077
A Yes.

Q Woul d you agree with me that that's
approximtely a 5.6 percent increase?
A Yes.
Q ' m going to mark what |I've written on the
board as ComEd Cross-Exhibit 13.
(Wher eupon, ConmEd Cross-Exhi bit
No. 13 was marked for
identification.)
MR. BERNET: | have no further questions.
JUDGE DOLAN: Thank you
Any redirect?
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MR. ROBERTSON: Can | have a m nute?

JUDGE DOLAN: Certainly.

MR. BERNET: | want to nove for adm ssion of
those exhibits or we can do that at the end.

JUDGE DOLAN: Okay. That's fine.

(Wher eupon, there was
a change in reporters.)

Q A point of clarification, M. Chalfant. A
reference was made to a percentage figure as 24.8
percent during the cross-exam nation by ComEd?

Is the correct figure which is shown
on ComeEd Cross Exhibit No. 10 and in your direct
testi mony 24.5 percent?

A Yes, it is.

Q Now, also there was a series of questions
about your failure to use the approach you recomend
for treatment of A and G expense and general and
intangi ble plant in this case in the |last ComEd case.

Do you believe there are differences
bet ween t he cases which justified your approach here?

A There are dramatic differences between the
cases. In particular in the |last case which was test
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year 2000, for that test year Comonweal th was
essentially a virtually integrated utility with cost
in the generation, transm ssion, and distribution
functions. And the question in that case was how
much of Commonweal th Edi son's A and G costs and how
much of their general and intangible plant should be
al l ocated to the distribution function as opposed to
the transm ssion or generation function. And |
proposed the use of a |abor allocator to make those
di stinctions which was essentially what the

Comm ssion adopted, although they adopted a slight
variant of M. Lazare in that case.

In this case, the question is entirely
different. Commonwealth Edi son is now a distribution
utility, and they don't have generation cost and they
don't have transm ssion cost. So what we are | ooking
at is a pool of costs that are referred to as A and G
and a pool of facilities referred to as general and
i ntangi bl e plant, and the question now is totally
different than it was in that case.

The question now is are those costs
reasonable. And since we're in a transitionary node
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being a totall

y different type of utility than it was

in the | ast case, the best way to judge the

reasonabl eness of the A and G and general and

i ntangi bl e plant cost in this case is to conpare it

to what the Comm ssion found as a reasonabl e | evel

for the distri

bution part of their utility in the

| ast case.
Q Now, also you were asked whet her or not
there had been a case in Illinois in which this

approach that

you recommend here for A and G and

general and intangi ble plant had been used.

A Yes.

Do you remenmber that question?

Q And your answer to that question was yes;

is that correct?

A That
Q What
A That

No. 01-0432.

Q Al |
that -- well,

to the determ

's correct.
case was that?

was the Illinois Power case, Docket

right. And what was the approach
what did the Comm ssion do with regard
nation of the reasonable |evel of A and
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G expense and general and intangible plant for
Il'linois Power in that case?

A Basically, they relied on as a test | ooking
at the relationship between A and G cost and O and M
cost and the relationship between distribution cost
and general and intangi ble plant cost.

Q | s that the same basic approach you've
taken in this case?

A Essentially, yes.

Q Was that -- to your know edge, was there an
appeal taken of the Comm ssion's order in that case?

A Yes, Illinois Power appeal ed.

Q Was one of the issues -- to your know edge,
was one of the issues on appeal the issue of the
appropriate determ nation of A and G and general and
i ntangi bl e plant?

A Yes.

Q To your know edge, what was the treatnent
of that issue on appeal ?

A The Court found that the Comm ssion had
properly handl ed that issue.

Q Also with reference to ComEd Cross Exhibit
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No. 13, what does that show?

A That shows on a combi ned basis the change
in adm nistrative and general expenses -- |'msorry,
the change in the sum of O and M expenses and
adm ni strative and general expenses.

Q And why did you not | ook at these figures
on a combi ned basis in your presentation?

A Really there are two reasons. First, it
woul d be somewhat circular to decide what is the
proper |evel of A and G expenses based on relating it
to a set of costs that include A and G expenses
t hemsel ves.

Secondly, in terms of what the Table 1
shows that was used as a basis for the
cross-exam nation exhibit, it shows that, in fact,
whil e adm ni strative and general expenses increased
by about 97 mllion since test year 2000, O and M
expenses, in fact, decreased by 60 mllion.

What that tells us is that apparently
to the extent that A and G expenses were effective in
| owering O and M costs, they were not econom cally
effective in that it was costing ratepayers al nost a
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hundred mllion to achieve savings of 60 mllion.
MR. ROBERTSON: | have no further questions.
JUDGE DOLAN: Any recross?
RECROSS- EXAM NATI ON
BY
MR. BERNET:

Q M. Chal fant, you testified that in ComEd's
current case there is no transm ssion function,
that's your understanding?

A In the delivery service rates, there are no

transm ssion costs.

Q But ComEd has a transm ssion function,
right?

A That's correct.

Q And you testified about the -- about the

concl usions, some of the conclusions you reached in
the prior ComEd DST rate case, and you testified that
that was a substantially different case than this
case, correct?

A Yes.

Q But you are still seeking to impose the
same ratio A and G conpared to O and M that was
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i mposed in that case; isn't that right?

A That's correct.

Q You testified that A and G -- you testified
about the extent to which A and G expenses were
effective in lowering O and M expenses from the | ast
case to this case, right?

A Yes.

Q But you didn't conduct any specific
anal ysis of any specific expenses; isn't that
correct?

A That's correct.

MR. BERNET: Not hi ng further.

MR. ROBERTSON: | have not hing.

JUDGE DOLAN: Thank you

M. Bernet, do you want to introduce
your. ..

MR. BERNET: [I'd like to nmove for adm ssion of
ComEd Cross Exhibits 10, 11, 12, and 13.

JUDGE DOLAN: Al right --

MR. FEELEY: | object to ComeEd Cross Exhibit 11
on rel evance.

MR. BERNET: | ' m happy to respond.
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JUDGE DOLAN: Go ahead.
MR. BERNET: One of the things that
M. Chalfant testifies to is that ComEd failed to
explain -- adequately explain the reason for its
increases in general and intangible plant and A and G
expenses, and that l|letter describes data rooms that
ComEd had open that contained 25,000 pages of
materials for the parties to review. And so | think
the fact that M. Chal fant didn't review any of those
materials goes directly to the basis for his
concl usi ons.
JUDGE HALOULOS: Overrul ed.
MR. FEELEY: Can | respond?
JUDGE HALOULOS: Overrul ed.
JUDGE DOLAN: Just for what it's worth, it wil
be adm tted.
(Wher eupon, ConmEd Cross
Exhi bit Nos. 10, 11, 12, 13 were
admtted into evidence as
of this date.)
MR. BERNET: Thank you, M. Chalfant.
THE W TNESS: Thank you.
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JUDGE DOLAN: It |ooks like witness Hathhorn is
our next witness.

Are we ready.

MR. FEELEY: At this time staff would call its
next witness Diana Hat hhorn.

(Wtness sworn.)

MR. FEELEY: Ms. Hat hhorn has two pieces of
testimny. The first, her direct testinony, is |ICC
Staff Exhibit 1.0 and consists of schedules 1.1
through 1.12 and attachnments A, B, C, and D
Schedules 1.11 and 1.12 are confidential. There's a
confidential and public version of her Exhibit 1.0.

Her rebuttal testinony is marked for
identification as ICC Staff Exhibit 12.0. That also
has schedules 12.1 through 12.12 attached. 12.11 and
12.12 are confidential, and there's a confidenti al
and public version of that piece of testinony.

And Ms. Hathhorn is available for
cross-exam nation. At this time Staff would move to
admt into evidence ICC Staff Exhibit 1.1, all the
attached schedul es and attachments A through D and
I CC Staff Exhibit 12.0 and its attached schedul es
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12.1 through 12.12.

JUDGE DOLAN: Any objection?

MR. THOMA: No obj ecti on.

JUDGE DOLAN: | CC Staff Exhibit 1.0 with
schedules 1.1 through 1.12 with schedule 1.11 and
schedule 1.12 confidential and public versions are
admtted along with exhibits A, B, C, and D is
admtted into the record. And ICC Exhibit 12.0 with
schedules 12.1 through 12.12 with 12.11 and 12.12,
both a confidential and public version, is admtted
into the record.

Was there an A, B, C, and D to 12?

MR. FEELEY: There's no attachnments to Staff
Exhibit 12.0, just the schedul es.

JUDGE DOLAN: Okay. So that's it. Thank you

(Wher eupon, ICC Staff Exhibit.
Nos. 1.0 and.12.0 were
admtted into evidence as

of this date.)

(Wtness previously sworn.)
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DI ANA HATTHORN,
called as a witness herein, having been previously
sworn, was exam ned and testified as follows:
CROSS- EXAM NATI ON
BY
MR. GARG:

Q Hel l o, Ms. Hathhorn. My name is Rishi Garg
and | work for the Attorney General's Office and |
have a few questions for you.

Are you the staff wi tness sponsoring
rate base -- testimny about rate base?

A No.

Q Are you famliar with Staff Exhibit 1.0
schedule 1.3?

A Yes, | prepared that schedul e.

Q | have some questions about that. Can you
pl ease refer to it.

That schedule is a summary of staff's
proposed rate base, correct?

A That's correct.

Q It begins with the conpany's -- it begins
with the conpany's rate base and shows the effect of
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staff's proposed adjustnments, correct?

A Yes.

Q The company includes a pro forma adjust ment
to plant for post test year additions to the plant
services in its rate base, correct?

A That sounds correct. | didn't review those
additions, so | just started with the company's pro
forma bal ances.

Q Are you aware of whether in line 1 and line
2 in the conmpany's adjustment they included a pro
forma adjustment to the plant for post test year
additions to the plant services?

A That sounds correct, but | think staff
witness Griffin reviewed those additions.

Q Okay. Are you aware of whether staff
elimnated that adjustment or not?

A Staff did not.

Q Staff did not elimnate. Okay.

Woul d you agree that as those post
test year plant additions are being made, the
accunul ated reserve for depreciation is also grow ng?
MR. FEELEY: Obj ection, beyond the scope of
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this witness's testinony.

JUDGE DOLAN: What was the question again, |'m
sorry.

MR. GARG: | was asking if she would agree that
as those post test year plant additions are being
made, the accunul ated reserve for depreciation is
al so growi ng.

Could I have one second before |
respond?

JUDGE DOLAN: Sur e.

MR. GARG: My response, your Honor, is sinmply
that included in Ms. Hathhorn's testinmony is a
schedul e containing elements of rate base and staff
adj ustments, and nmy question is with regard to an
adj ustnment to rate base.

MR. FEELEY: And he's addressing a specific
adj ust ment . | think Ms. Hathhorn indicated that it
was anot her staff witness who -- if it was his issue
woul d be directed to that person and not her.

JUDGE DOLAN: I'IIl sustain the objection.

M. Feeley, just for clarifying the
record, did we file a confidential and a public
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version of the whole testinony, or is it just the
schedul es that are?

MR. FEELEY: The whole testinony.

JUDGE DOLAN: So there's a confidential 12.

MR. FEELEY: But the only thing confidential in
the confidential version of the testimony is
schedules -- the |last two schedules, .11 and .12 for
1.11 and --

JUDGE DOLAN: Okay.

MR. FEELEY: And | think it's actually the | ast
two pages of those schedul es.

JUDGE DOLAN: Okay.

MR. GARG. Q Ms. Hathhorn, are you fam i ar
with the final order in the |last Ameren rate case,
consol i dated Dockets 03-0008, 03-0009, 02-0798

consol i dated; are you famliar with that case?

A | read them a while ago.
Q | have a copy of a page from that order,
the Comm ssion's final order that 1'd |like to show

you.
Woul d you agree, Ms. Hathhorn, wth
the statement contained in the final order fromthat
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case, that first paragraph under where it says

Comm ssion conclusion where it says consistent with
the Comm ssion's test year rules, the utility has the
right to propose test year pro forma capital
additions to historical test year. Nevert hel ess, the
Comm ssi on has an obligation to evaluate any such
proposed pro forma capital addition to ensure

consi stency with the principal underlying test year?

MR. FEELEY: Obj ecti on, again going beyond the
scope of this witness's testinony.

JUDGE DOLAN: Well, I think she can either
agree or disagree with what the order says. But
beyond that | think it's...

THE W TNESS: | actually didn't see what
par agraph you're reading from

MR. GARG: Q Under where it says Conm ssion
concl usi on, do you see that?

A Yes.

Q The first line. One second.

The first line, the Comm ssion
generally concurs with Ameren that, and then
consistent with the Comm ssion's test year rules.
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A | agree that's what the | anguage says.
MR. GARG: Okay. | have no further questions.
JUDGE DOLAN: Thank you
M. Thomas, you look |like you're the
only other one that has questions for M. Hathhorn.
MR. THOMAS: | think that's correct.
JUDGE DOLAN: Proceed.
MR. THOMAS: Thank you.
CROSS- EXAM NATI ON
BY
MR. THOMAS:
Q Ms. Hat hhorn, nmy name is Dale Thomas.
will be cross-exam ning you on behalf of ConEd.
You are an accountant in the
accounting departnment of the financial analysis

di vi sion of the Comm ssion, correct?

A That's correct.

Q And your testimony in this case has two
purposes; is that right?

A Yes. The first purpose is to present

staff's revenue requirement, and then the second
woul d be the individual issues | was assigned to
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anal yze.

Q Correct.

Those individual issues included
things like affiliated interest transactions,
charitable contributions and others, correct?

A That's correct.

Q Over the course of your testinmny and
testimony by the ConmEd witnesses, | think staff and
ConEd have agreed upon certain things or come close
at |l east on certain things. |[|'mnot going to go over
all that.

The one I'd Iike to get on the record
is one of the issues in which we have first disagreed
was new post PUHCA reporting requirenments; and |
gat her we now have agreenent that as part of ComEd's
annual form 21 filing detailing BSC costs recorded in
t he accounts you specified that we will provide those
subject to a $100,000 materiality threshold, and
staff has agreed to that; is that correct?

A Yes. | believe Ms. Houtsma agreed to that
in her surrebuttal, and that satisfies staff's

request .
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Q Good.
Let's take a brief |ook at staff's
overall revenue requirement reconmendation.
After adjustments ConmEd is now

requesting an overall revenue requirement of

1.86 -- 1864.9 mllion; isn't that correct?
A Are you | ooking at my rebuttal schedul es?
Q | ' m actually looking at Mr. Hill's
surrebuttal testimony, |ine 102.

MR. FEELEY: Do you have a reference to her
testinony?

MR. THOMAS: | can provide a copy of M. Hill's
surrebuttal, if that's hel pful. I"m just referencing
what ConmEd itself is now requesting.

THE W TNESS: This is M. Hill's surrebuttal ?

MR. THOMAS: Q Correct.

A | see that's what his testinmony says. Wy
| atest analysis is from M. Hill's rebuttal revenue
requi rement conputation.

Q | "' m not going to ask you any questions
about updating that and so forth. [|I'mjust asking
you to agree at |least on the record that that is what
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M. Hill says the company is now seeking, correct?

A That's correct.

Q And that anmount, that is, 1864.9 mllion,
conpares to Comed's pro forma 2004 revenues under
current delivery service rates of 1544.9 mllion;
isn't that correct?

A That's correct.

Q And staff's overall revenue requirement
recommendation in this case as presented in your
rebuttal testinony wi thout m scell aneous revenues is
1512.0 mllion, correct?

A Yes.

Q And so that's a reduction to ComEd's
requested revenue requirement of over 352 mllion;
isn't that correct?

A That's correct.

Q And it is only 4.37 mllion roughly nore
than ComEd' s previously approved revenue requirement
based on 2000 cost |evels, correct?

A | don't have the 2000 nunbers in front of

Q But that sounds about right to you, right?

1714



10

11

12

13

14

15

16

17

18

19

20

21

22

A | wasn't on that case. l*"m not fam i ar
Q Okay. Let's see if we can put your revenue
requi rement in some perspective.
The | ast rate case was based on the
2000 test year, correct?
A That's what | understand.
Q And since January 1st, 2001, ConEd's gross

di stribution plant and service alone has increased

over 2 billion; isn't that correct?

A January 1st of what year?

Q 2001.

A | don't think |I have that information. \%Y,
schedules, | start with the conpany's test year 2004

presentation, and |'ve made adjustnments fromthat, so
I don't have anything with the |last rate case to this

one in my testinony.

Q Well, if you look at M. Hill's surrebuttal
at lines 119 to 122, | think you'll see that he
suggested that is, in fact, the number. | don't

think there's been any dispute in this case that it's
over 2 billion.

Woul d you agree?
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A It says that ConmEd's gross distribution

pl ant and service alone increased over $2 billion at
line 119.

Q | *'m not going to ask you to add or subtract
any nunbers. |"mjust trying to get a perspective on
this.

And staff w tness Linkenback who

revi ewed the plant additions for unreasonabl eness and
i mprudence didn't find any of these costs to be
i mprudent or unreasonable in any amount, isn't that
correct, the plant addition?

A That's correct.

Q And you'd agree there's been inflation
since 2000, correct?

A Yes.

Q And you al so would not disagree that
sal aries and health care costs and the |i ke have gone
up?

A Sal aries for some people have gone up.

Q And you would al so agree that demands for
reliability and | oad are greater now than they were
at the end of 2000, correct?
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MR. FEELEY: Objection, beyond the scope of
this witness's testinmony.

MR. THOMAS: " m just asking in general. It's
not - -

JUDGE DOLAN: Overrul ed.

THE W TNESS: | don't know if ComEd's | oad has
went up since 2000.

MR. THOMAS: Q That's not something you'd
consi der?

A | didn't review that.

Q Well, in fact, | think, is it correct to
say that you did not personally make a determ nation
the revenue requirement that you're presenting would
be sufficient for ComEd to meet all of its customer
service operating, regulatory, and | abor obligations
and enable it to continue improving reliability?

A | did not personally make that
det erm nati on.

Q | believe you testified that in presenting
staff's overall revenue requirement you are
i ncorporating adjustments by other staff w tnesses
such as M. Lazare and Ms. Ebrey, correct?
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A Yes.

Q So if the Comm ssion were to reject some or
all of their adjustments, the overall staff
recommended revenue requirement presented in your
testi nony would also have to be recal culated; isn't
that correct?

A Yes.

Q One of the areas of adjustment which you
address in your testinmny concerns recovery by ConEd
of its estimated | egal fees and expenses related to
t he procurenment proceedi ng, correct?

A Yes, that's correct.

Q And as to those |egal fees and expenses,
staff's position is that cost recovery of ConmEd's non
rate base procurenment expenses should be recovered
t hrough ComEd's proposed supply adm nistration
charge, correct?

A Yes.

Q ComEd is also incurring | egal fees and
expenses related to this case, correct?

A That's correct.

Q And staff does not object to amorti zing
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those expenses over a three-year period, correct?

A Correct.

Q So the dispute here is whether ComEd shoul d
be allowed to include in its unanortized bal ance a
rate case expense in rate base and the unanortized
bal ance of procurement case costs in rate base,
correct?

A | have a few disputed issues. For
procurement and rate case |I'm disputing including the
unanortized bal ance in rate base.

For the procurement expense | egal
fees, I'"'mrecomendi ng recovering those expenses
t hrough the supply adm nistration charge rather than
delivery service rates. And | also adjust the |evel
that would go to the supply adm nistration charge and
| adjust the level of rate case expense.

Q Correct.

The only thing |I'm going to focus on
at this point is that we sort of have three areas.
There's no di sagreements between staff and ComEd as
to use of a three-year anmortization period for

ConmEd's rate case expenses, correct?
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A That's correct.

Q And ComEd and staff disagree as to how and
where to obtain recovery of ConmEd's procurement case
expenses, correct?

A That's correct.

Q And we al so disagree as to whether there
shoul d be an inclusion of the unanortized bal ance of
rate case or procurement case expenses in rate base
over the next three years, correct?

A Correct.

Q So let's take those one at a time starting
with how or where ComEd should recover its
procurement case expenses.

You do not disagree with ComEd t hat
such costs are recoverable, correct? Instead you
di sagree with ComEd on how they should be recovered
or where they should be recovered?

A That's correct.

Q And ComEd's position is these costs should
be recovered through the delivery service revenue
requirement; isn't that correct?

A Yes.
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Q And your position is that instead these
costs should be recovered through the supply
adm ni stration charge, correct?

A Yes.

Q Now, the supply adm nistration charge
applies only to supply customers who choose ConEd as
their supplier; isn't that right?

A That's what | understand.

Q So that, for example, a delivery services
customer taking supply from another electric service
supplier would not pay a supply adm nistration
charge, correct?

A Yes.

Q But all customers taking supply as well as
delivery from ComeEd, in other words, all of ComEd's
bundl ed customers, would pay a supply adm nistration
charge, correct?

A That's my understandi ng.

Q You woul d agree, would you not, that
subject to a service being declared conpetitive by
the Comm ssion, ComEd currently has a statutory

obligation to make supply service avail able to al
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customers under Section 16-103 of the Public
Utilities Act?

MR. FEELEY: Objection, calls for |egal opinion
by this witness.

MR. THOMAS: On the record, | don't want a
| egal opinion by the witness. |I'm perfectly happy to
state on the record that she's not giving a | egal
opi nion, but | don't think there's any dispute in
this record that ConmEd has an obligation called a
provi der of |last resort obligation. It is a word
that the witness herself has used in the past.

MR. FEELEY: W th that understanding --

JUDGE DOLAN: She can answer the questi on.

THE W TNESS: It's my understandi ng that ConEd
has a statutory obligation according to 16-103a of
the Public Utilities Act.

MR. THOMAS: Q And could we agree to call this
a provider of last resort obligation?

A Yes.

Q And the ability of a delivery services
customer who is with another supplier to come back to

ConmEd as a provider of |ast resort for supply is a
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benefit to that customer, is it not?

A Yes.

Q Now, the procurement costs that ComEd seeks
to recover fromall customers through the delivery
services tariff are the costs incurred in that
receiving so that among ot her things ComEd can
fulfill all of its supply obligations including this
provi der of | ast resort obligation; isn't that
correct?

A The expenses that ConEd incurred in the
procurement case were incurred to change the met hod
that ConmEd will use to fulfill its responsibility as
a provider of last resort, but it -- those expenses
did not establish the obligation so you can't equate
the two.

Q Ri ght . "' m not trying to equate the two.

I don't disagree it didn't establish the obligation
as you sai d.

Those expenses were incurred in part
to enable it to meet that obligation as it arises in
the future?

A The expenses in question in this case, the
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attorney fees?

Q The arrangement for

suppl

be -- will now be decided pursuant

down in that case, correct?

ies. Supply wi

to the rul es set

A Yes.

Q And if a delivery services customer in the
future conmes back to ComkEd, ComEd has to have
sufficient supply to nmeet the needs of those
custonmers who come back, correct?

A Yes.

Q And that is the provider of l|last resort
obligation, correct?

A Yes.

Q Now, | think we're also agreed that ConEd

is not seeking to recover

tariffs the cost associated with the actual

of full requirements electric service supply,

correct?

A That's correct.

Q So, for exampl e,

of ComEd's energy acquisition department, contract

adm ni strati on costs,

and the

l'i ke,

correct?

t hrough delivery service

provi sion

these would be the costs
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A Those are in the supply adm nistration
char ge.

Q And ComEd will collect those costs through
the supply adm nistration charge, correct?

A Yes.

Q So the difference between ComeEd and staff
on this issue is you propose to collect through the
supply adm nistration charge not only those costs,
that is, the cost of the actual provision of full
requi rements electric supply but also the procurenment
case costs incurred at |least in part because of the
exi stence of ConEd's provider of |last resort
obligation, correct?

A That's correct.

Q Thus under your proposal, all the costs of
the procurenment case including the costs incurred
because of this provider of last resort obligation
will be recovered from ComEd bundl ed customers who
t ake supply and delivery from ConmEd, correct?

A That's correct.

Q And none of those costs will be paid by
delivery services only customers; isn't that correct?
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A Yes.

Q And as a broad general matter, nmost bundl ed

customers today are residential customers; isn't that
correct?
A | believe so.

Q So that under your proposal bundl ed
residential customers will be paying the costs
incurred in the procurenment case by ConEd to neet its
provi der of last resort obligation, and the | arge
commerci al and industrial customers who stand to
benefit from that obligation will only incur those
costs if and when they come back to ComEd for supply,;
isn't that correct?

A Under my proposal, only those customers who
take supply from ComEd woul d pay the procurement case
costs.

Q Ri ght .

So if you have a large industrial and
commerci al customer who is taking service from
anot her supplier, they don't pay a supply
adm ni stration charge, correct?
A | don't think so.
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Q And it's only when they conme back to ComEd
under that provider of |ast resort obligation that
they will pay a supply adm nistration charge,
correct?

A Yeah, if they came back to ConmEd for any
reason.

Q Now, the second issue where staff and ComEd
di sagree is through the inclusion by ComkEd of the
unanortized bal ance of its procurement and rate base
cost in rate base; isn't that correct?

A Yes.

Q And this issue arises, as we just agreed
t hink, not only with respect to the unanortized
bal ance of rate case expenses but the potenti al
unamorti zed bal ance of procurenment case expenses if
as you state in your direct testimny the Comm ssion
does not accept your primary position which is to
recover those procurement case expenses through the
supply adm nistration charge; isn't that correct?

A Well, on the procurement case expenses,
ConmEd has proposed two pieces, and | cal cul ated the
amount to be recovered in the supply adm nistration
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charge only based on their expense request. | did
not use the unanmortized portion to rate base in that
cal cul ati on.

Q Ri ght .

But you understand that ComEd's
request is, in fact, to include in delivery services
rates the unamortized bal ance of both the procurenment
case expenses and the rate case expenses; isn't that
correct?

A Yes.

Q So now when we're tal king about the
recovery of the unanmortized bal ance of procurement
and rate case costs in rate base, we're tal king about
giving the shareholders a return on that unanortized
bal ance so they're reinbursed for the time val ue of
their money for, say, the three-year period over
whi ch those expenses would be collected; is that
correct?

A Yes.

Q And you do not dispute that by removing the
unamortized bal ance of those kinds of expenses from
the test year rate base, sharehol ders may obtain no
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rei mbursement for the time value of the money,

correct?

A That's correct. It depends upon the fina
amount spent and the length of time until the next
rate case.

Q But you argue on the other hand that if the
unanmorti zed bal ance of procurement of rate case
expenses is included in the rate base, there is a

risk that ratepayers nmay be overcharged for these

expenses due to the short term-- due to an
amortization period which m ght be too short; is that
correct?

A Yes.

Q And your concern that there is a risk that

rat epayers may be overcharged for the unanortized
bal ance of the rate case and procurement case
expenses has to do with the fact that the
amortization period may expire before ConmEd has new
rates, correct?

A Yes, that's correct.

Q You did not perform any study estimating
the likelihood that or the conditions under which
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using a three-year anortization period for these
expenses ComEd woul d over collect these costs,
correct?

A That's correct.

Q Ms. Hat hhorn, have you read M. Jerry

Hill's surrebuttal testinony?

A Yes.

Q Now, he testifies that -- and |I'm quoting
it, it's at lines 599 to 602 -- a |ook at history

shows that the Comm ssion decided consistently that a
three- or four-year anortization period is a
reasonabl e expected |ife of the rates set within
ConEd's rate case proceedi ngs, end quote.
Have | read that correctly?

A | agree that's what his testinony says.

Q And | think we established earlier there's
no di sagreenment between ComEd and staff on use of a
t hree-year amortization period in this case, at |east
for rate case expenses, correct?

A That's correct.

Q Now, the ComEd cases that M. Hill is
referring to go back all the way to 1990; isn't that
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right?

A Yes.

Q And those are Dockets 90-0169, 94-0065,
99-0117, and 01-0623, correct?

A | think the |ast one was 01-0423.

Q Correct. Would that | was a better typist.

Now, each of those cases the

Comm ssion approved a three- or a four-year

amortization period of rate case expenses; isn't that

correct?

A That's correct.

Q In M. Hill's testinmny, he sets out the
dates that the period -- the anortization period as

well as how much time passed before new rates were in
effect; isn't that correct?

A Yes.

Q And the reality is that in each case the
Comm ssion was pretty close to being right, was it
not, on how |l ong the amortization period should be?

A The Comm ssion approved ConmEd's requested
amortization period, so...

Q If you look at M. Hill's surrebuttal
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testi mony on those pages, do you have any basis for
di sagreeing with the facts he sets out there as to
how cl ose the anmortizati on period approved by the

Comm ssion was to the actual time between the end of

the preceding rate case and the filing of new rates?
A No.
Q Now, in one of these cases, Docket 99-0117,

the Comm ssion did, in fact, allow ComEd to recover
t he unanmorti zed bal ance of the rate case expenses in
its delivery service rates, correct?

A Yes, that's correct.

Q And the anortization period in that case
was three years, correct?

A Yes.

Q And effective dates for the interimrates
set in ConmEd's next docketed rate proceeding was a
period of two years and seven nonths, correct?

MR. FEELEY: Could you restate the question.

MR. THOMAS: Sur e.

Q | think we agree that the amortization
period in this case was -- approved by the Conmm ssion
was three years, correct?
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A Yes.

Q And the effective date for the interim
rates set in ComEd's next docketed rate proceeding
was April 2002 which is a period of two years and

seven nonths, correct?

A | agree that's -- | have no reason to doubt
that's what M. Hill states in his surrebuttal at
line 619.

Q So certainly you would agree that the

anmortization period was not too short in that

proceedi ng, correct?

A It was not too short.
Q Let's move on to another area. This is BSC
char ges.

BSC stands for Business Services

Company, correct?

A Yes.

Q And it's really the Exel on Business
Servi ces Company, correct?

A Yes.

Q And | think we have two areas of dispute
with respect to these charges.
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One has to do with the -- specifically
with the inputs which are used to determ ne the
allocation to ConmkEd, one type -- type of charges for
BSC services provided to ConkEd, nanmely corporate
governance charges, correct?

A Yes.

Q The ot her area of dispute has to do with
whet her there should be an adjustment to reduce
Conkd's affiliate charges from BSC to refl ect what
you consider to be a normal |evel of test year costs,
correct?

A Correct.

Q Let's first focus on your proposed
di sal | owance of $663,000 in corporate governance
costs charged by Exel on BSC to ConEd.

| think we can agree that BSC is the
central services company the SEC required under PUHCA
for utility holding conpany systens for utilities in
multiple states; is that correct?

A That sounds correct.

Q And cor porate governance costs include

services such as accounting, financial, |egal,
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executive, strategic planning, correct?

A That's correct.

Q And | take it we have no di sagreenment that
t he amount actually charged by BSC to ConEd for
corporate governance costs in the 2004 test year was

$663, 000 hi gher than you recommend be approved,

correct?
A Yes, on a jurisdictional basis.
Q So the basis of your disallowance is not

t hat ComEd was charged the i mproper amount, i nmproper
amount, only that for rate making purposes you
recommend that the amount be recal cul ated using in
hi ndsi ght actual 2004 data rather than the data
projected at the end of 2003, correct?

MR. FEELEY: Could you clarify what you mean by
i mproper? You said inproper, that ComEd was charged
the i nproper. What do you mean by inproper?

MR. THOMAS: Let me rephrase that.

Q The basis for your disallowance is not that
ConmEd was not charged an incorrect amount or
i naccurate amount but only that for rate making
pur poses you recommend that the amount be
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recal cul ated using actual 2004 data rather than the
data that was projected at the end of 2003, correct?
A That's correct.
Q Now, the GSA governs whether a corporate

governance expense should be directly or indirectly

allocated to an Exelon affiliate including ComEd?
A The general services agreenment?
Q Ri ght .
A Yes.

Q And nothing come to your attention to
i ndi cate that ComEd's corporate governance expenses
failed to conply with the GSA; isn't that correct?

A That's correct.

Q And with respect to corporate governance
costs, what the GSA specifies must be used is
somet hing called the Modified Massachusetts Fornul a
or MVF, correct?

A | don't believe the GSA actually states
that the MW has to be used. The MW came out of the
SEC' s review of ComEd's allocation procedure, and
then the SEC approved that method with ComEd. But if

you | ook at the actual GSA itself, it does not refer
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to the MW.

Q | think, in fact, what's happened is the
SEC requirement has nodified the GSA, but | think we
agree that the MW is what the SEC requires ComEd now
to use for allocating these kinds of expenses,
correct?

A Yes, that began in 2004.

Q And as Ms. Houtsma expl ained in her
testi mony, Exelon BSC uses projected ConmkEd val ues for
gross revenue and direct |abor and an actual ComEd
val ue for assets from near the end of the cal endar
year as data inputs into the MMF to cal cul ate the
corporate governance allocation factor for the
followi ng year, correct?

A That's correct.

Q And the reason for this, as she expl ained,
is that requiring the use of actual data to cal cul ate
final allocations would be very difficult to
adm ni ster because the actual data is not avail able
until after the books are closed for a given year,
whi ch woul d suggest the conpany would need to extend
its financial close to finalize cost allocations,
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correct?

MR. FEELEY: Objection, Ms. Houtsma's testinmony
speaks for itself.

MR. THOMAS: I*"m simply asking her whether
that, in fact, was what Ms. Houtsma expl ained. The
wi tness has, in fact, responded to these very points.

JUDGE DOLAN: Overrul ed.

THE W TNESS: That sounds |like Ms. Houtsma's
testinony.

MR. THOMAS: Q You don't disagree as a
know edgeabl e accountant that the books are cl osed
for a given year some number of nmonths past that
year, correct?

A Correct.

Q And, in fact, | think you made it clear
that it is not your position that ComEd should change
this allocation procedure, correct?

A That's correct.

Q And | presume that is in part based on
these very kinds of reasons, is it not?

A Yes.

Q So your position is that your adjustment is

1738



10

11

12

13

14

15

16

17

18

19

20

21

22

solely for rate making purposes; isn't that correct?

A That's correct.

Q Now, | think we've already agreed the
amount actually charged to ComeEd by BSC in the 2004
test year was the amount cal cul ated over the course
of the -- was calculated as being -- using those
projected direct | abor gross revenues factors and the
actual asset value factor from near the end of 2003,
correct?

A Yes.

Q And the amount that was actually charged to
ComEd by BSC in 2005 is again the anmount allocated to
ConEd as services were rendered in 2005 using end of
2004 actual and projected values as inputs to the
MMF, correct?

A | don't have any know edge that they
changed the way they calculated their MW, so that
sounds right --

Q So far as you know, this process is
continuing, correct?

A That's correct.

Q So what you advocate is solely for the
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pur poses of the rate case to change the MW

all ocations actually used in 2004 by now i nputting
usi ng hindsight actual year end 2004 data into the
MWF for those values, correct?

MR. FEELEY: Objection to the use of the word
hi ndsi ght .

JUDGE DOLAN: Rephr ase.

MR. THOMAS: | can strike the word hindsight,
but | don't think there can be nmuch question. The
wi t ness has advocated as already agreed that she's
using data that wasn't available at the time the
services were being rendered in the test year.

JUDGE DOLAN: Subject to that, you can answer.

THE W TNESS: M adjustnment takes the ConEd
expenses cal culated with the projections as you
descri bed using the actual expense levels which were
not available at the time they were originally
cal cul at ed.

MR. THOMAS: Q Right.

So the end result is a different total
cost for the 2004 test year for BSC governance
services than ComkEd actually paid in 2004, correct?
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A That's true.
Q Let's turn to the other adjustment, which
is your affiliate allocation adjustment.
As a understand it, you now propose to

reduce Comkd's affiliate charges from BSC by about 10

mllion; is that correct?

A Yes.

Q And this is a smaller adjustnment than the
nearly 24 mllion adjustment that you originally

proposed in schedule 1.8 of your direct testinony,;
isn't that correct?

A That's correct.

Q And you reduced your original proposed
adj ustnment in response to questions raised in
rebuttal testimony by ComEd wi tness Ms. Hout sma,
correct?

A Yes.

Q And Ms. Houtsma testified that if your

adj ustment were conpletely correctly cal cul ated, that

adj ust ment should be still further reduced to |ess
than 3 mllion; isn't that correct?
A Yes.
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Q Let's take a | ook at what's going on here.
In your direct testimny, you set forth your
originally proposed $24 mlIlion adjustment to, as you
put it, |I'mquoting, reduce ComkEd's affiliate charges
from Exel on Busi ness Services Conpany to reflect a
normal | evel of test year costs, unquote.

Did | read that correctly?

A Yes.

Q And what you did was to | ook at BSC charges
in certain specified accounts for the years 2001
t hrough 2004 and determ ne that the sum of these
accounts for those years ranged from approxi mately 74
mllion in 2002 to a high of 119 mllion in the test
year, correct?

A Yes.

Q And you will agree that the types of BSC
charges in these accounts are legal, information
services, human resources, accounts payabl e,
procurenment, and other sim |l ar charges?

A Yes.

Q So as far as your adjustnment is concerned,
what you did was to average the charges in these

1742



10

11

12

13

14

15

16

17

18

19

20

21

22

accounts over the four-year period 2001 through 2004,
compare that average to the jurisdictional test year
bal ance for those accounts, and disallow the
di fference, crudely speaking?

A That's correct.

Q And | think we already established that

original recommended di sall owance established through

t hat process was about 24 mllion, correct?
A Yes.
Q Now, to shorten things a bit, in her

rebuttal testimny Ms. Houtsma pointed out that the
proposed disall owance failed to account correctly for
energy delivery shared services, or EDSS, in the
cal cul ations, and you made some adjustments for that,
correct?

A Yes.

Q And she al so explained that the increase in
BSC costs over the 2001 to 2004 period is
attributable to three factors, and | think you've
reached agreement at |east on two of those; is that
correct?

A Yes.
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Q And those two are the increase in cost

al l ocated to ConmkEd because of the SEC required use of

the MMF to allocate corporate governance costs and
secondly the increase due to the sale of Exelon's
unregul ated enterprises business, correct?

A That's correct.

Q So | think the only major point of
di sagreenment | eft between ComEd and staff on these
charges is what | will call increased cost due to
centralization; is that correct?

A That's correct.

Q One of the points of disagreenment here is
whet her you have still adequately accounted for the
increases in EDSS costs at BSC, correct?

A Yes.

Q Fundamentally this is a dispute about the
use of averaging, is it not?

A | don't believe so.

Q Well, you have now included EDSS costs in
all four years of the average, and because of the
way -- of the Exelon WAy reorgani zation, those costs

increased by 18.4 mllion in 2004 conmpared to 2003,
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correct?

A s that on the schedul e somewhere?

Q | think if you |l ook at your schedule 12.8,
Page 2 of 2, if you look at that |ast column under
total, there is an increase of about -- in that
colum of about 18 mllion in EDSS cost between 2003
and 2004, correct?

A That's correct.

Q Now, Ms. Houtsma has testified that this
increase in costs at BSC was because 436 enpl oyees
were transferred from ComEd to BSC on January 1st,
2004, 337 of which went to the EDSS department at
BSC, correct?

A That's what she testified.

Q You don't challenge that 337 enpl oyees were
transferred from ConEd to the EDSS department at BSC
on January 1lst, 2004, do you?

A No.

Q That transfer would, all else equal
significantly increase the EDSS costs at BSC to be
all ocated to ComEd, correct?

A Yes.

1745



10

11

12

13

14

15

16

17

18

19

20

21

22

Q And, of course, costs associated with the

same enpl oyees would go down at ComEd?

A Yes.
Q So as a result of this transfer, EDSS costs
in the accounts at which you focused -- | think we're

again tal king about the schedule 12.8, Page 2 of 2 --

i ncreased, as we said, from approximately 6.3 mllion
to 24.7 mllion, correct?

A Yes.

Q Now, as a matter of mathematics, when you

take an average of four years of costs and the costs
in the fourth year are significantly higher than the

costs of the other three years, that average figure

will be nmuch, much | ower than the actual costs in the
fourth year; isn't that correct?

A Yes, that's mathematically correct.

Q So if we -- what I"'mgoing to do is |I'm

going to put a few figures up here, and | wil
represent that they are not precise because without a
cal culator my ability to deal with all sorts of
deci mal places and so forth is nonexistent.

So this is basically 2001, 2, 3 and 4.
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And if we | ook at that same colum we're talking

about, the costs were approximately 2.1 mllion in

01, 3.7 mllion in "02, 6.3 mllion in '"03, correct?
A Yes.

Q And those sort of roughly add up to 12

mllion, correct?

A Yes.

Q So to be sinmple because | am sinple, |I'm
just going to put 4 mllion in each of those years

whi ch adds up to 12. That way | don't have to dea

with all the deci mal points.

Then in the fourth year, it goes up to
24 mllion, correct?
A Yes.
Q Now, if | take the average of those four

years, it's essentially 36 divided by 4 which is 9

mllion, correct?
A Yes.
Q And that -- |I'm sure there's nuch nore that

went into it, but basically by taking an average of
four years, this is what you' ve done, correct?
A Yes. Well, | nmean, | revised it in
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rebuttal for Ms. Houtsma's requirements.
Q | understand.
Wher eas, of course, the fourth year

cost, that is, the test year costs are actually 24

mllion, correct?
A Yes.
Q So now the issue here, isn't it, is one of

the things we're trying to do in a rate case such as
this is to figure out what costs fromthe test year
are going to be reasonably representative of costs
going forward when rates are in effect, correct?

A That's correct.

Q And | think Ms. Houtsma has testified and
ot hers have testified that the Exelon Way
reorgani zati on which caused these enpl oyees to be
transferred to EDSS is at an end, correct?

A "1l accept that she said that. " m not

sure if it's at an end.

Q You read, | believe you said, the testimony
of Mr. Jerry Hill, and he indicated that ComEd had
incurred $67 mllion of severance costs related to

Exel on WAy, correct?
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A | have no reason to dispute that.

Q And | assume you don't think it's realistic
t hat having incurred $67 mllion of severance costs
for this that they're going to all -- of a sudden
people who are there are going to go back, do you?

MR. FEELEY: Objection, calls for speculation
on the part of this wtness.

JUDGE DOLAN: Sust ai ned.

MR. THOMAS: Q | take it, Ms. Hathhorn, you
don't disagree or you have no basis for disagreeing
at this point that ComEd wi tnesses have indicated
that this is going to be the state of affairs going
forward as to these nunbers of enployees, correct?

MR. FEELEY: You're asking if she agrees that
ComEd wi t nesses have testified to that?

MR. THOMAS: Yes. I am not asking her for an
i ndependent opinion, just that, you know, ny previous
guestion was sustained on the grounds of specul ation.
"1l accept that. All | want to establish here is |
think she's aware because both M. Jerry Hill and
Ms. Houtsma testified on this anong others that the
Exel on WAy reorgani zation is at an end and these
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enmpl oyees are not going back

THE W TNESS: | agree that that is what the

ComEd wi tnesses testified to.

MR. THOMAS: Q All right. Now, another way to

| ook at this is here we are.

appropriate | evel

goi ng forward,

A That

Q And Ms.

ConEd' s tot al

al most identica

Here is the test year.

Now t he question is what is the

correct?

of expenses for these BSC cost

is the question.

Houtsma testified that in 2005

S

BSC charges were 256 mllion which is

2004; isn't that correct?

to the 254 mllion in BSC charges in

A |s that from her surrebuttal ?

Q Yes.

A That sounds correct.

Q Okay. And you have no reason to believe
her testimony as to those figures is incorrect, do
you?

A | have no reason to disbelieve that.

Q And | think she also testified that in 2005
the portion of the BSC costs in the accounts at which
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you were | ooking was 130 mllion, which is well in
excess of the average of 106.9 mllion on which you
propose your adjustment; isn't that correct?

A | read her surrebuttal once. | mean,
don't have it in front of me. That doesn't sound

wrong, but you have a lot of figures in that.

Q | could show it to you but --
A It sounds |ike her testinony.
MR. THOMAS: | have no further questions.

JUDGE DOLAN: Redi rect ?
MR. FEELEY: Could we have five m nutes?
JUDGE DOLAN: Certainly. W can go off the
record.
(Wher eupon, a short break was

t aken.)
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(Change of reporters.)

JUDGE DOLAN: Back on the record.

MR. FEELEY: Brief redirect.

REDI RECT EXAM NATI ON
BY
MR. FEELEY:

Q Ms. Hat hhorn, do you remember during
exam nation by M. Thomas di scussing the supply of
adm ni stration charge?

A Yes.

Q And regarding the procurement case

expenses?
A Yes, | do.
Q Under ConEd's proposal, what customers

woul d end up paying the procurement case expense?

A That would be all delivery services and
customers.

Q And by all customers, would that include
the 6-L customers?

A Yes, it woul d.

Q Do you remenber M. Thomas was asking about
your corporation governance adjustment?
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A Yes.

Q And | believe he asked you if your
adj ustment was a normalization adjustnment?

A Yes, he did.

Q Was normalization the only basis for your
adj ust ment ?

A Normal i zati on was the basis for ny
affiliate allocation adjustment. The corporate
governance adjustment was based on a reasonabl eness
anal ysi s. | prepared direct and indirect charges,
whi ch was presented in my direct testinmny, and
analyzing the MW all ocator and proposing that the
corporate governance charges be charged on actual
2004 charges rather than projections.

Q And goi ng back to the procurement case

M. Thomas asked you if it was a benefit to customers

for them-- to a customer to be able to cone back to

ConkEd for its supply. Do you remenber that?

A Yes.
Q And do you have any comments -- with regard
to the benefit, is there -- do you have anything to

add regardi ng what type of benefit that would be?
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A | recognize that all customers may
indirectly benefit fromthe procurement case, but
it's dem ninmus for those who do not take supply from
ConEd conmpared to those who do.

MR. FEELEY: That's all | have.

JUDGE DOLAN: Thank you

Any recross?

MR. THOMAS: No recross.

JUDGE DOLAN: Thank you, Ms. Hathhorn

MR. BRADY: The next witness that the staff
will call is John Stutsman.

JUDGE DOLAN: M. Stutsman, do you want to
pl ease raise your right hand.

(Wtness sworn.)

JUDGE DOLAN: Thank you

Proceed, counsel.

MR. BRADY: Thank you, your Honor.

M. Stutsman has prepared one piece of
testinmony for this proceeding that includes one
attachment. The testimony is identified as |ICC Staff
Exhi bit 10.0 Corrected, with the title of Direct
Testi mony. It was filed on e-docket with an e-docket
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number of 165467 and filed on March 3rd, 2006.

M. Stutsman al so has an attachment
identified as Attachment 10.1, which due to its size
was filed in four parts. It was attached to his
direct testinmony. And the e-docket nunmbers for those
four parts were 159356, 159358, 159361, and 159362.
Attachment 1 -- attachment 10.1 was filed on e-docket
on December 23rd, 2005.

JOHN STUTSMAN,
havi ng been called as a witness herein, after having

been first duly sworn, was exam ned and testified as

foll ows:
DI RECT EXAM NATI ON
BY
MR. BRADY:
Q M. Stutsman, do you have any corrections

to your testimony that you'd like to identify at this
poi nt ?

A Yeah. I"d like to identify one correction.
Page 9, Attachment 10.1; and in the sentence that
begins with, Of the 111 worst performng circuit in
ConmEd' s 2004 reliability report 21 and in the left
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paren, Table 8. It should have been -- it should
have said Table 7, which is the table directly bel ow
it.

That's the only thing | have.

Q Thank you.

MR. BRADY: W th that, your Honor, we move t hat
the testinony that has been filed on e-docket be
admtted into the record noting the one correction
that M. Stutsman just discussed.

JUDGE DOLAN: Any objection?

MR. BERNET: No obj ection.

JUDGE DOLAN: ConmEd -- I CC Exhibit 10.01
Corrected and --.

MR. BRADY: 10.0 Correct.

JUDGE DOLAN: Oh. 10. 0 Corrected. l''m sorry.
And then ICC Staff 10.1 Attachment in four parts
along with the correction that was just noted on the
record will be admtted into the record.

MR. BRADY: Thank you, your Honor.

(Wher eupon, | CC Staff
Exhi bit No. 10.0 and 10.1

were admtted into evidence.)
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MR. BRADY: And with that we tender
M. Stutsman for cross-exam nation.
CROSS- EXAM NATI ON
BY
MR. BERNET:
Q Good afternoon, M. Stutsman. How are you?
Pretty good. Yourself?

Q Good. Good.

My name is Richard Bernet. "' m one of
the | awyers for ConmEd. | just a few questions for
you.

You're the manager of the Comm ssions
Reliability Assessment program is that right.

A Correct.

Q And one of your responsibilities or your
mai n responsibility is to assess the performance of
Illinois utilities froma reliability perspective?

A Principally ComEd.

Q Princi pal ComEd?

And you're also responsible for
moni toring customer satisfaction too; is that
correct.
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A In relation to the ConmEd assessment, yes.

Q Yeah. That's what I"'mreferring to.

You recomend no adjustnments to
ConEd' s revenue requirement proposed in this case;
isn't that right.

A That's correct.

Q In connection with your testinmony, did you
review the direct, rebuttal and surrebuttal testinony
of Frank Clark, ConmEd's chief executive officer?

A | scanned it. | don't know if that would
qualify as a review, but | read portions of it, yes.

Q And did you review the direct, rebuttal and
surrebuttal testinony of M. Costello, ConkEd's chief
operating officer?

A Yes.

Q And did you review the testinony of David
DeCanplie, ComEd's VP of asset investment strategy?

A Like | said before, | scanned it and it
m ght qualify that as review, yes.

Q Attached to M. DeCanmplie's testimony is
ComEd Exhibit 4.1. It was a DVD. Did you very view
t hat ?
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A Yes, | did.
Q You're the first one so far
A It was very professional | ooking.

Q And you agreed with everything in there

right?

W t hdr awn.

Can you tell us, there are statistics
that relate to an electric utilities performance from

a reliability perspective. Can you tell us what
those statistics are.

A Wel |, statistics that we had focused on in
the assessnent report, which I assume you're
referring to, the CAIDI. The CAIDI and the SAIFI are
NECs to major reliability.

Q And when you say SAIFlI, can you explain
what that means? \What those acronyns -- what the
letters mean?

A Well, it's an indicator of the frequency of
interruptions where, for SAIFI, the denom nator is
the total nunmber of customers as opposed to CAI DI
whi ch woul d be the same thing, except the denom nator
is the customers who have experienced outages.
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Q And does that relate to the duration of the
out ages?

A That woul d be CAITI.

Q Okay.

A | thought that's what you were talking
about .

Q When you say SAIFI, that's S-A-I-F-1; is

that correct?

A Yeah. And | m ght have said CAITI and I
meant to say kV. Sometinmes | get -- it's hard to
keep up with the acronyns someti mes.

Q And so is it fair to say that the SAIFI
statistics relate to the frequency of the outages
that a utility would have?

A Correct.

Q And the CAITI indices would relate to the
duration of outages?

A Correct.

Q Woul d you consider maintaining reliability
to be one of the nost inportant obligations that
ComEd has?

A Correct.
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Q Do you recall reading M. Clark and
M. Costello's testimny that they consider keeping
lights on to be ConEd's main purpose?

A | recall that in M. Costello's testinony,
and I'mnot sure if the same expression was used in
M. Clark's or not.

Q Okay. Would you agree with me that,
generally, costs to build new facilities have
increased since 20017

A | woul d guess probably with inflation

Q And would you agree with me that expenses
associ ated with maintaining the ConmEd electric system
had generally increased since 20007

A The expenses that they reported, yes.

Q Now, M. Costello testifies that between
2001 and 2004 residential demand rose at
approximately 2 percent per year, and between 2000
and 2004 new housing rose in Chicago and the Chicago
area by about 15 percent? 1Is that generally
consi stent with your understanding of what's occurred
in the ComeEd's service territory?

A In general | would say yes.
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Q M. Costello also testified that the demand
for electricity and the nunmber of customers in the
ConEd service territory has risen steadily since
2001? 1s that consistent with your understanding?

A In a general way, yes.

Q And would you agree that customers demand
greater reliability today than they did in 2001?

MR. BRADY: Objection. Lack of foundation.

You haven't proven about whether he was performng in
the same role in 2001.
BY MR. BERNET:

Q | " m just asking for your general
under st andi ng.

JUDGE DOLAN: |*'m going to overrule the
obj ection based on that.

THE W TNESS: So your question specifically is,
are customers demandi ng greater reliability today
than they did in 20017
BY MR. BERNET:

Q Yeah, generally.

A | don't know if that's true.

Q Woul d you agree that ComEd has i nmproved
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reliability over the |l ast six years?
A Yes.
Q Woul d you al so agree that ComEd has
i mproved in terms of -- strike that.
Woul d you al so agree that ConmEd has
i mproved in the area of customer satisfaction over
the | ast few years.

A Yes. The numbers indicate that.

Q So fewer complaints from customers, that's

what's in your report; right?

A Correct.

Q And significant customers are seeing no
interruptions?

A Well, the nunbers speak for themsel ves
the report, that more customers are experiencing no

interruptions.

Q And just so the record is clear, the report
t hat we' ve been referring to is the Illinois Commerce

Comm ssi on Assessnent of Conmonweal th Edi son Company

Reliability Report and Reliability Performance for
cal endar year 20047

A Correct.
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Q Which is attached as Attachment 10.1 to
your testimony?

A That is correct.

Q And that's a report that was prepared by
you or at your direction?

A Correct.

Q Woul d you say it's a fair assessnent --
wi t hdr awn.

When you reviewed M. DeCamplie's
testinony, did you see in there where M. DeCanplie
di scusses that since 2001, ComEd has built five new
substations in its service territory.

A Yes, | saw that.

Q And would you agree with me that those --
the construction of those substations have enhanced
reliability in ComEd's service territory?

A | woul d agree that they shoul d. | haven't
done an anal ysi s.

Q No, | understand. I"mjust asking you
generally about it; that a new substation on the
system woul d enhance -- would typically enhance

reliability. You'd agree with that; right?
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A Yes.

Q Are you famliar with the supervisory,
control and data acquisition --7?

A Yes.

Q -- programthat ConmEd has?

A Oh, with their progrant

Q Yes.
A To sone extent. I'mfamliar with the very
old systems that | actually worked on but.

Q Woul d you agree that a fair assessment of
the report that's attached to your testinony is that
whil e ComEd has inproved reliability in recent years,
there is still nore work to be done?

A Yes.

Q And, in fact, staff makes three
recommendations in that report; doesn't it?

I think it's on the |ast page.

A That's correct. Page 30.

Q And the three recommendati ons are, Continue
its focus on improving custonmer service, Continue
improving its vegetation management program and
Address the concerns of staff and vegetation
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managenment report and Inspect insulating oil |evels
of substation equi pment as appropriate and make
adj ust ments as necessary?
Can you tell us what you mean by
i nspect insulated oil |evels of substation equi pment.

A | mean -- all right. | want to enphasize
t hat when people are in substations that they
actually check the oil levels at oil gauges. And if
they see problens, to bring that to the attention of
t he appropriate people.

Q And so do you think that the inspections in
the past have been insufficient?

A There have been times in the past when |
wor ked at substations and had noted quite a few | ow
oil levels or very low oil levels. And in one case,

I was at a substation that | can't recall the name of
it but it's across the river from Jefferson where
there was a 38 -- 138 kV breaker where the oil |evel
t hat we observed was so |low in the bushings that we
were concerned for ourselves because we just couldn't
see anything, any indication. So to make a |ong
story short, yes.
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Q And what woul d happen if the oil is not in
a sufficient level or if it's |leaking? | mean,

what's the inmplication?

A Especially in bushings because there's --
t hey contain such a small volume of oil, if you don't
mai ntain the oil |evels, you could have a

catastrophic failure, which could result in something
t hat woul d appear |i ke an expl osion.

And then with oil circuit breakers,
you have the problemif you |lose a bushings and it
takes out the breaker, then you have burning oil in
your yard, which then creates nmore problenms. An SS-6
breaker would be a little better in such a situation
because then you wouldn't be burning oil.

Q How many substations does ComEd have in its
service territory, if you know? Just ball park?

A About 805. And then there's probably 12,
13, maybe 1400 customer substations.

Q Woul d you say that corrective and
preventative mai ntenance are the two primary areas
that affect reliability?

A | ncl udi ng vegetati on managenment with that,
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which really would be preventative and corrective
mai nt enance, yes.

Q And while we're tal king about vegetation
management, ConEd has attempted to be on a four-year
tree trimm ng cycle in the last few years; is that
right?

A Since 2000, they have been saying that they
are a four-year tree trimm ng cycle.

Q And you believe that ComEd slipped to a
five-year tree trimmng cycle |ast year?

A | don't believe | said that. | think nmy
concern is that they haven't sustained a four-year
cycle at a level of quality control that they should
be striving for.

Q And it'lIl take more resources on ConEd's
behalf to do that?

A Well, it could take either mpre resources
or reall ocate existing resources or doing it just
nore efficiently. But, | nmean, it's something -- a
combi nation of those three.

Q And we tal ked about corrective and
preventative mai ntenance. ConmEd has backl ogs of
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those currently; doesn't it?
Backl ogs and work orders for
corrective and preventative maintenance.

A Correct. I think if you're referring to
what | had noted in Section 10. But in general --.

Q Right. Right. Section 10, Pages 28 and
297

A Correct.

Q Woul d you agree that ConmEd is seeking a
rate increase because it needs additional noney to
continue on the path of improving reliability in
customers?

A | agree that that's what they say they are
doi ng.

Q Well, do you believe that ComEd needs a
rate increase to acconplish that?

MR. BRADY: ' m going to object.

MR. BERNET: W t hdr awn.

BY MR. BERNET:

Q You agree that ComEd's ability to continue

to invest in its systemis directly related to the

result in this case as M. Costello testified?
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A What again are you asking if | agree to?
Q ConEd's ability to continue to invest in

its systemis directly related to the result of this

case?

A | don't know if | agree with that. | don't
t hi nk so.

Q Do you agree that ComEd should recover its

reasonabl e and prudent costs in this case?

MR. BRADY: | guess I'l|l object again since
M. Stutsman isn't providing any testinmny regarding
actual rates inpact. He's just talking about
reliability.

JUDGE DOLAN: |'Ill sustain it.
BY MR. BERNET:

Q Well, let me ask you this: Do you agree
t hat ComEd needs to continue investing in its system

to maintain reliability?

A | woul d agree that they need to be either
striving for more efficiency or -- which would be
investing, | guess, in greater efficiencies or

reall ocating nonies that are currently spending or it
needs to be spendi ng nore.
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Q You know, M. Costello testified that a
rate reduction would ultimtely have a negative
i mpact on reliability and a negative inmpact on
customers. You saw that testinony?

A Yes, | think so.

Q And he testified that ComEd may have to

relax its planning standards if it received a rate

decrease?
A Yeah, | believe -- | recall seeing that
sonmepl ace.
Q You disagree with that?
A That they would have to relax their
pl anni ng standards?
Q Yes.
A | do not believe they should relax their
pl anni ng standards under these circumstances.
MR. BERNET: Not hi ng further.
MR. BRADY: Just two m nutes.
JUDGE DOLAN: Yes.
(Wher eupon, a brief
recess was taken.)

MR. BRADY: We have no redirect.
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JUDGE DOLAN: All right. Thank you,
Mr. Stutsman.
We're going to go ahead and take a
l unch break then, and we will reconvene in Room 808
at 1:00 o' clock.
(Wher eupon, a lunch
recess was taken.)
JUDGE DOLAN: All right. W're ready.
Go back on the record.
Staff, are you ready to present your
next witness?

MR. FEELEY: Yes. At this time, staff wll
call M chael MNally.

JUDGE DOLAN: M. McNally, do you want to raise
your right hand, please.

(Wtness sworn.)
JUDGE DOLAN: You have to keep your voice up
Go ahead, counsel. Proceed.

MR. FEELEY: M. MNally has two pieces of
testimony. His direct testimony is marked for
identification as | CC Staff Exhibit 5.0. It has
Schedul es 5.1 through 5.10 attached. And this
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testinony was filed on Decenmber 23rd, 2005.
JUDGE DOLAN: Wait. Hi s Schedul es were, you
said, 5.1 through --.
MR. FEELEY: Schedules 5.1 to 5.10.
JUDGE DOLAN: Al right.
MR. FEELEY: And that's his direct testinmony.
His rebuttal testimony is marked for
identification as Staff Exhibit 16.0. There's three
schedul es attached to that, Schedules 16.1 through
16.3. And the rebuttal testinony was filed on
February 27, 2006.
JUDGE DOLAN: Any objection?
MS. POLEK-O BRI EN: No objection
JUDGE DOLAN: All right. | CC Staff Exhibit 5.0
along with Schedules 5.1 through 5.10 will be
admtted into the record. And ICC Staff Exhibit 16.0
along with Schedules 16.1 through 16.3 will also be
admtted into the record.
(Wher eupon, | CC Staff
Exhibit No. 5.0 and 16.0
were admtted into evidence.)
MR. FEELEY: M. MNally is avail able for
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Cross-exam nati on.
JUDGE DOLAN: Okay.
(W tness previously sworn.)
M CHAEL McNALLY,
havi ng been called as a witness herein, after having

been first duly sworn, was exam ned and testified as

foll ows:
CROSS- EXAM NATI ON
BY
MR. JOLLY:
Q M. MNally, my name is Ron Jolly. [''m an

attorney with the City of Chicago. Good afternoon.
I'"d like to start at Page 2 of your

rebuttal testinony and in particular Lines 25 through
27. And there you discuss Dr. Hadaway's testinmony
regardi ng average allowed returns on common equity
for the years 2004 and 2005; is that correct.

A Yes.

Q And then going over to Page 3 at Lines 36
t hrough 39, starting on Lines 36, you state -- well,
actually on 35, Specifically as |I explained in ny
direct testimny, any attenmpt to assess the
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appropriate return in this proceeding via comparison
to the authorized returns Dr. Hadaway cites is of no
val ue since he did not identify all critical factors
including the relative risk of the utilities involved
in those return decisions.
Did | read your testinony accurately.

A Yes.

Q And in your testinony there on Page 3
you're referring back to the decisions that
Dr. Hadaway referred to, which is discussed again at
Page 2, Lines 25 through 27 of your rebuttal
testi nony?

A Yes.

Q Okay. Did you review Dr. Hadaway's
surrebuttal testinmony?

A Yes, | did.

Q | *'m going to show you what was included in
Dr. Hadaway's surrebuttal testimny as ComEd
Exhi bit 38.1.

MR. JOLLY: This has not been admtted yet. Do
you want me to mark it as an exhibit?

JUDGE DOLAN: Are you planning on trying to
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admt into the record?

MR. JOLLY: | assume it will be admtted
t hrough Dr. Hadaway.

MS. POLEK- O BRI EN: Unl ess the City objects, it
will.

MR. JOLLY: No.

JUDGE DOLAN: Just go ahead.
BY MR. JOLLY:

Q Now, are you famliar with this exhibit?

A Yes.

Q And do you recognize this from
Dr. Hadaway's surrebuttal testimony?

A Yes.

Q And to the right side, we have a shaded
portion on this graph that describes -- and at the
top it says, 19 orders at 10.5 percent and at 2000.

And then in the m ddle of the shaded portion it says,

2004 through 2005 approved ROEs. |Is that accurate?
A Yes.
Q And -- now, would you agree that the data

underlying that portion of Exhibit 38.1 is the data
you referred to at Lines 36 through 39 of your
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rebuttal testimony at Page 3?

A | believe so.

Q Okay. So in your opinion, the data
underlying that portion of the graph is of no val ue?

A It can't be used to set cost of capital
It can only be used as a very broad compari son.

Q Okay. I would like to next to talk about
BETA, Page 22 through 23 of your rebuttal testinmony.

Can you tell me what BETA is.

A BETA measures the relationship between the
ri sk of acconpany as it relates to risk of overall
mar ket .

Q And the overall risk of the market is
considered to be 1.0; is that right?

A Yes.

Q And that's the average risk of al
busi nesses that are in the market?

A | believe that's true.

Q Okay. And woul d you agree that conpanies
with BETAs | ower than 1 are considered to have | ower
risk than the overall?

A Yes.
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Q And conpanies with BETAs greater than 1 are
consi dered to have excellent market risk?

A Can you repeat that question.

Q Compani es with BETAs greater than 1 are
considered to have risk greater than the overal
mar ket ?

A Yes.

Q Now, could you turn to Pages 6 through 7 of
your rebuttal testimony. And is it true there -- are
you there?

A Uh- huh.

Q Okay. Is it true there that you criticizes
Dr. Hadaway's use of a nom nal GDP as his growth
rates and his DCF anal ysis?

A Yeah.

Q And going to Page 7, Line 125, as |
under stand your testinony, part of your criticismis
that utilities are bel ow average growth conpanies; is
that right?

A Yes.

Q And then in Line 128, you also state that
utilities are bel ow average in risk?
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A Yes. That's -- that feeds into the growth,

Q Okay. And by being bel ow average in risk,
does that mean that generally utilities have BETAs
| ess than 17

A Yes.

Q Now, if you could turn to your direct
testi mony at Page 16, Line 306, and the lines before
t hat . Isn't it -- is it true there that you
calculate a -- the raw BETA for the conparable sanple
you sel ected for your GCF anal ysis?

A Yes.

Q And is it true that after calculating a raw
BETA you adjust the BETA by increasing it?

A Yes.

Q And that's shown on Line 3067

A Yes.

Q And the effect of adjusting it is to nmove
t he BETA you use closer to a BETA of 1.07

A For BETA bel ow zero, it -- either way, it
will nove themup if they're bel ow BETA; down -- up
if they're below 1 and down if they're above 1.

Q And so in other words, it makes the BETA
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you use closer to the overall risk of the market than
the raw BETA woul d suggest ?

A | f the BETA was adjusted toward 1.0, which
is the above market, yes.

Q If you could now turn to Page 16 of your
rebuttal testinony. And beginning at Line 310, you
criticize M. Bodmer's approach of estimating ComEd's
cost of equity by inferring it fromthe weighted
average cost of capital cal cul ated by Morgan Stanley;

is that correct?

A Yes.

Q Now, have you ever worked for an investment
bank?

A No, | have not.

Q Have you ever done consulting services that

provide consulting services for an investment bank?
A No, | have not.
Q And at Lines 319 through 321, you state
t hat one of your criticisnms of M. Bodmer's approach
is that -- and | quote -- W do not know if his cost
of equity estimate is the same as that cal cul ated by
the i nvest ment bankers.
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s that right.

A Yes.

Q l'd like to show you what was previously
mar ked in this case as ComEd Cross Exhibit 6.

Have you seen that document.

A Yes, | believe | have.

Q And is it true that this was initially
attached to the surrebuttal testinmny of Dr. Hadaway?

A | believe that's where |'ve seen it.

Q And have you read this docunent?

A Yes, | have.

Q And is it true that it's a letter from
Lehman Brothers froma -- |'m guessing on the
pronunci ati on.

MR. RI PPI E: Sauvage.

MR. JOLLY: Sauvage?

BY MR. JOLLY:

Q Okay. Joseph G. Sauvage to Robert
McDonal d, senior vice president and CFO and treasurer
of Commonweal th Edi son Company?

A Yes, it appears to be.

Q Now, your recomended cost of equity is
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10. 19 percent; is that right?

A Yes.

Q And M. Bodner's recomended cost of equity
is 7.75 percent?

A Yes.

Q Now, if you |l ook at ComEd Cross Exhibit 6
at Page 3, is it true that M. Sauvage states that,
In conclusion, the differences in purpose and
met hodol ogy is why, froma practical matter,
regul atory authorized ROEs are typically 300 or nore
basis points nore than the discount rates used in
i nvest ment bank fairness opinions.

Did | read that correctly.

A Yes.

Q Now, if we subtracted M. Sauvage's 300
basis points from your recomended cost of conmon
equity, would the result be 7.19 percent?

A | f you subtracted 300 basis points from
10.19, you'd get 7.19 percent.

Q And that result is lower than the return in
comon equity that M. Bodmer's is recommending in
this case?
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A That is true.

Q Now, do you think the Comm ssion should be
interested in the cost of conmmon equity cal cul ated by
Lehman Brothers as part of its services for Exelon in
t he Exel on/ PSEG merger for purposes of this case?

MR. FEELEY: Could you restate the question --
or what was the question again?

BY MR. JOLLY:

Q For purposes of this case, do you think the
Comm ssion should be interested in the cost of common
equity cal cul ated by Lehman Brothers as part of its
services provided in the Exel on/ PSEG nmerger?

A They may be interested in it. | don't know
that they can use it directly for measuring cost of
equity.

MR. JOLLY: That's all | have. Thank you.

JUDGE DOLAN: Thank you

CROSS- EXAM NATI ON
BY
MS. POLEK- O BRI EN:

Q Good afternoon, M. MNally. Anastasia

O Brien. |I'm here on behalf of ComEd.
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BETAs measured volatility; correct.

A Yes.

Q When the market | ooks at ConEd to determ ne
what its cost of capital is. Is it fair to say that
the market will probably, you know, have in m nd the
sorts of returns that are allowed by other Comm ssion
in other places?

A It's possible that they would Iike at a | ot
of returns. Presumably they would | ook at a | ot of
returns with conparabl e conmpanies.

Q One of the things that the Comm ssion has
to do when they're determ ning the revenue
requi rement, of course, is set the cost of capital;
right?

A Can you repeat that.

Q One of the things that the Comm ssion has
to do when they're determ ning the revenue
requi rement is determ ne the cost of capital; right?

A Yes.

Q And the capital basically is two
components, debt and equity; right?

A It could also have other, but in this case;
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yes.

Q There's a cost associated with debt

there's a cost associated with equity; right?

A Yes.

Q The cost of debt is usually relatively

and

simple to determ ne because it's usually either

stated on the face of the debt

derive it fromthe face of the debt

right?

A That's true.

i nstruments or

Q Equity is a little different, thoug

because the actual cost of the equity isn't

any particular place; right?

A That is correct.

you can

instruments;

h,

stated in

Q And one of the things the Comm ssion has

got do then is figure out exactly what the co

equity is?

A Uh- huh. Yes.

Q It needs to make sure that it gets

st

it

of

ri ght

because what the Comm ssion does is going to inpact

the ability of the company to get the capital

needs to carry on its business;

right?

It
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A That's true.

Q If the capital -- if the cost of the
capital and the cost of the equity or either or both
is set too low, the resulting revenue requirement
won't allow the conmpany to recovery its actual cost
of providing service; right?

A Yes, that's true.

Q Al'l right. Now, the fact that you can't
| ook out in the market and, you know, pick up a paper
or look at line in the Wall Street Journal to see
what the cost of equity is, that doesn't mean that
it's any less of a cost than the other cost of

providing service; right?

A Yes.

Q It's set by the market; right?

A Yes.

Q Just |ike the market sets prices for other

t hings; right?

A Yes.

Q Just like it sets the price of pencils?
A Presumabl y.

Q Corn?
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A Presumabl y.

Q Honda Ci vics?

A Yes.

Q It has a lot to do with supply and denmand;
right?

A Yes.

Q And it's also about risk too; right?

A Yes.

Q Now, neither ComEd nor any ot her conpany
can tell the market what the cost of the capital is
going to be; right?

A Are you saying that the conpany cannot
dictate what its cost of capital is?

Q Yes.

A That's correct.

Q And the Comm ssion can't dictate what the
cost capital is going to be; right?

A The Comm ssion converts it from market
dat a.

Q Ri ght. The Conmm ssion can't tell the
mar ket it's going to be X; correct?

A That's true.
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Q But now the mar ket responds to what the
Comm ssion does if it cares to; right?

A Yes.

Q So if the cost of capital is set too | ow
and resulting revenue requirement is therefore too
| ow, the market may view the conmpany as having
greater risk than it had previously; right?

A | don't know that it would view it as
havi ng greater risk, no.

Q Well, the market would | ook at what the
Comm ssi on approved and it would be | ower than the
mar ket sees the cost to be; right?

You don't think the market -- I'm
sorry?

A Yes. | mean, they can |l ook at it and say
this is our required earnings. Rate of return is 50
percent, and the Conmm ssion has only granted 5
percent. Yeah, it would be | ower.

Q And so then market would see that as a
conpany not being allowed to recover its costs;
right?

A Yes.
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Q And if a company is not allowed to recover
its costs, then there is more risk for the equity

hol ders; right?

A Well, at that point that was -- at the
poi nt that decision is made, it's already done. It's
a question of then the price will fall. At that

point the risk isn't really any greater to the equity
hol der .
It's -- the price has fallen. The

risk is -- | guess that's inherent in any equity
hol ders, you know, stake is, if the Conm ssion should
reduce their -- reduce the authorized return to a
rate bel ow what they thought it would be, the
previous stockhol ders would | ose val ue.

Q Correct. The price of the stock would go
down; right?

A Yes.

Q That's one of the ways that the market sets

the price of the capital; right?

A Yes.
Q Al right. Let's -- M. MNally, give me,
pl ease -- name for me a cost of equity that you
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believe is clearly too low for ComEd in this
proceedi ng.

A |*'m not sure | want to specul ate. I
woul d -- obviously, | would think zero percent would
probably be too | ow.

Q And that wouldn't be speculation, would it?
That would be a fact?

A | think, pretty much.

Q Because you're here testifying as an
expert; right?

A Yes.

Q So in your expert opinion, would 5 percent
be too | ow of the cost of equity for ComEd in this
proceedi ng?

A Well, in my opinion, anything below 10.19
percent would be too | ow.

Q So M. Bodmer's recomended cost of equity
is too low in your opinion; correct?

A Yes.

Q Let's say that the Comm ssion allowed --
want to go to sonething that's clearly, clearly too

| ow.
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Let's say the Comm ssion allowed the
cost of equity at 7 percent; okay? Wuld you agree
that's too | ow.

A Yes.

Q The mar ket would probably react to that;

correct?
A Yes.
Q And it would react to that by increasing

the cost of capital, the cost of equity of ComEd,
right?

A No. | believe its cost of equity would
remain the same, and would reduce the price until --
to the point where it required -- the expected return

woul d be equal to the required return.

Q It would reduce --?
A The required return is price of the --
wel | .
Q What the market does -- what you're talking

about is the market decreasing the cost of the stock
of the equity that we're tal king about; right?

A Yes. The price of the stock would drop.

Q And when the price of the stock decreases,
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the cost of the equity increases; right? That's how
t he market makes the adjustment?

A No.

Q Okay. So when the market deems that a
conpany has nmore risk than it had before, the
mar ket's likely reaction is to reduce the cost of the
price of the stock; right?

A Could you -- sorry.

Q Okay. You have a conmpany on day one that
has a risk of X For whatever reason on day two, the
risk of the conpany is, you know, X squared. Okay?

Let's assume that -- and let's assunme
that that's significant. The market -- and it's
publicly traded. The market is going to make an
adj ustment to recognize that increased risk; correct.

A Yes.

Q Okay. The action that the market wil
probably take to factor in the additional risk is to
decrease the price of the conpany's stock; right?

A Yes.

Q And by decreasing the price of the stock,
the cost of the equity is increasing; right?
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A No. The cost of the equity has increased
and, therefore, they reduce the cost -- the stock
accordingly.

Q Okay.

A It's not -- the cost doesn't --.

Q So the cost increases and that drives the
price down. And so the market will reduce the price
of the stock?

A If the risk -- | mean, let nme be clear that
you're tal king of two different -- you're -- two
di fferent scenari os.

Q Yes.

A Wth the X and X squar ed.

Q Yes.

A You're pricing two different anounts of
risk.

Q Exactly.

A So it's essentially not the same conpany.
I mean, on day two it's not same company.

Q On day one, absolutely. That's ny
scenari o.

A Okay.
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Q And that's your scenario too; right?
Yes.
Q Okay. The market -- when the market sets
the cost of equity, it basis that cost on what it
knows today and what its expectations for the future

are; right?

A Yes.
Q It doesn't matter whether the market's
expectations are rationale or not. lt'"s willing to

use those expectations when it sets the price; right?

A Yes. Correct.

Q Let's say hypothetically that the market
decided that inflation is going to be 15 percent a
year for the next three years. Is it fair to assune
that the market would price that expectation into all
publicly traded securities?

A Yes.

Q It doesn't matter whether those
expectations turn out to be right or wrong. The
price still will have been set based on those
expectations; right?

A Yes.
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Q Al'l right. What if hypothetically it turns
out that the market is always wrong? That doesn't
mean that you can ignore its expectations; right?

A That's true.

Q Because the market is going to use those
expectati ons, whatever they are, rational or not, to
set the price; correct?

A That's true.

Q So the goal then of what we have to figure
out and what the Comm ssion has to figure out is what
the expectations are; correct?

A Yes.

Q And then it needs sinmply to apply those
expectations; correct?

A Yes.

Q When you have a company |i ke ComEd that
doesn't have much publicly traded stock, it's
appropriate to use an sanple of conparabl e conpanies
to determ ne the cost of equity; right?

A Yes.

Q And you agree that in order for the sanple

to accurately lead to the cost of the subject
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conpany's debt -- equity, the risk of the sanmple has
to be the same; right?

A Yes.

Q And when you use the term "risk," you're
tal king about total risk; right?

A Yes.

Q And total risk includes operating risk and
financial risk; right?

A Yes.

Q And operating risk is the risk that comes
fromthe fundamental nature of the company's
busi ness; right?

A Yes.

Q And financial risk is risk that's
associated with the way the conpany does its
financing; correct?

A Yes.

Q The more debt financing in relation to

equity the greater the risk to the equity hol ders;

right?
A If all is equal, yes.
Q Now, in the past -- well, et me back up.
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You have previously provided testimony
on cost of equity in Comm ssion proceedings; right.

A Yes.

Q In the past when you've been faced with the
Proxy, with the sanple group, that had nore risk than
the utility, you've adjusted to recognize that
difference; right?

A Adj ust ed what ?

Q | was going to ask you that next, but you
adj usted the cost of equity to recognize the
di fference; right?

A ' m not certain | recall. l'"ve -- 1'"m not
sure if | just -- | know |I've adjusted -- |I'mpretty
sure |'ve adjusted the capital structure in the
past -- in the past cases, but I'm not sure that |
recall -- | may have.

Q Do you renmember testifying in the USIPS/ UE
case in 2003?

A What docket numbers?

Q Docket No. 02-0798, consoli dated.

A What ot her dockets with that?

Q 03-0008 and 03-0009.
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A Okay.

Q And |'ve could got here a copy of the
order, which promnently |list your nane as staff
expert in cost of capital. Beginning on Page 59 of
t he order.

MS. POLEK- O BRI EN: ' m sorry, may | approach
the wi tness?

JUDGE DOLAN: Sur e.

MS. POLEK- O BRI EN: Thank you

MR. FEELEY: \What are you referencing here?

MS. POLEK- O BRI EN: I'"m just asking M. MNally
if he recall testifying in this case.

Feel free to --.

THE W TNESS: | realize -- | know did |I testify
in this. My recollection isn't perfect of exactly
what | said in the case.

BY MS. POLEK- O BRI EN

Q Well, interesting that you should say that
because we actually have a record of what you did say
for your reference.

Let me direct your attention to the

transcript fromthat docket on July 10th, and ||
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address your attention to Line -- Page 614 of the
transcript. And you were questioned by the judge.

Questions and answers as follow:

M. MNally, determ ning capital
structure for UE, you factor in a higher proportion
of debt than what you UE really has; correct?

That's correct, the answer.

Question: And in estimating UE' s cost
of comon equity, you took into consideration the
fact that you assumed UE had higher proportion of

debt; correct?

Answer : I"m sorry could you repeat
t hat ?

Question: Sure. When you esti mated
the common -- |'m sorry, when you estimated the cost

of comon equity for UE, you take into consideration
in doing so your assunmption that UE had the
proportion of debt than it really has; correct?
Did | read that correctly.
A Yes.
Q It goes on:
Answer : Yes, my adjustnment, nmy cost
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of equity adjustment for UE was based on the inputed
| evel of equity, which was 52.7 percent, | believe,
rat her than 59.55 percent. Then | cal cul ated for
actual equity level.

Do | have that correct.

A Yes.
Q Let's just go to the order here. " m goi ng
to go to the conclusion of the order -- well, you

know what? Let me just ask a question.

Do you agree that when there is a
greater proportion of equity in the capital structure
for the sanple group than the company at issue has,
that the risk does not allow -- that the differenti al
risk doesn't allow the conparable group resulting in
an estimate of an utility's actual cost of equity.

A Coul d you repeat that back.
Q Let me try do it with | ess words.

Do you agree that when a sanple group
is used to set the cost of equity or to determ ne the
cost of equity and the equity or the portion of
equity in the capital structures of the sanple group
is greater than the utility has that was setting the
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cost of equity for, that the utility has a greater
risk than the sanmple group and, therefore, the cost
of equity attributable to the sanple group is
typically lower than the utility's cost of equity
because of its greater risk.

A If you're making an apples to apples
comparison

JUDGE DOLAN: MWhile you're taking a break, |
want to go off the record for just one second.

(Wher eupon, a discussion
was had off the record.)
BY MS. POLEK- O BRI EN

Q The way | understand it in the USIPS/ UE
case, there was a difference of 10 percentage points
in the comon equity ratio of the company and the
sanpl e. Does that sound right to you.

A The gas sanpling was approximtely 57
percent total net, and the approved capital structure
approximately 45 percent total.

Q What was UE's common equity ratio?

A The approved -- again, | don't -- 1'mjust
reading this. | don't remenber the numbers fromthat
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case specifically, but just reading it, the approved
structure for the UE consists of approximtely 45
percent total debt.

Q And what is the percentage of comon
equity?

A 53 percent.

Q And then what is the average percentage of
common equity for the sample group?

A Presum ng that was based on the gas cycle,
which | don't recall off the top of nmy head, the gas
sanpl e that was used when used, | presune, had a
total equity ratio of approximately 43 percent.

Q And because of that differential, the order
reports that you reconmended and the Comm ssion
accepted an adjustment; is that correct?

A As | understand from what you showed me
earlier, the adjustment was made to the capital
structure.

Q Well, the adjustnent has to made either in
the capital structure or the cost of equity; right?

A Wel |, again, presum ng that you're sanple
does not nmention the target conpany.
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Q You have to --7?
One or the other or both.
Q Okay. Thank you.

Now Ms. Kight tal ks about the capital
structure that staff is advocating in this case;
right.

A Yes, she testifies to that.

Q The capital structure includes only 37.11
percent equity; right?

A That's my recollection.

Q And as -- and that equity is |ower than the

equity ratios of all of the conpanies in your sanple

group?
A On an individual basis?
Q Yes.
A | don't know.

Q Are famliar with Dr. Hadaway's testimny?
A Yes, | am

Did you review his rebuttal testimony?

> O

Yes, | did.
Q And in his rebuttal testimny, he talks

about the capital structures of your sanple group;
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right?
A Yes.
Q Exhibit 21.2 to his testinony.
(Change of reporters.)

Q Exhibit 21.2 of his testinony lists the
common equity, long-term debt and preferred stock
rati os of your exanple, correct?

A It lists his understanding of it.

First of all, | disagree with this
cal cul ati on of common equity ratio because the ratios
he presents do not include short-term debt.

Q Wth that exception, you don't have any
basis for disagreeing with this, do you?

A There can be a significant exception.

| have cal cul ated an average conmon
equity ratio to be 45 percent as opposed to
48 percent.

Q Okay. Do you agree that -- do you have any
reason to distribute that these are the ratios as
reported in Value Land | nvestnment Survey, Electric
Utility (East) dated December 2, 2005, (Central)
December 30, 2005 (West) November 11, 2005, Natural
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Gas Distribution, December 16, 20057

A No.

Q And that's the kind of source that the
mar ket uses to get information about public utility
compani es, right?

A Yes, | am not sure it uses it in that exact
manner, but. ..

Q | want to hand you what we're going to ask
the court reporter to mark as ComkEd Cross-Exhibit 14.

(Wher eupon, ComEd Cross- Exhi bit
No. 14 was marked for
identification.)
MS. POLEK- O BRI EN

Q What | have just handed to you, M.
McNally, is a graph entitled, Sanple Conpany Capital
Structure.

It uses as its source the sane
document that we just -- the same documents we just
tal ked about to formthe basis for the schedule in
Dr. Hadaway's testinony.

Do you have any reason to dispute that

t he placement of the dots does not represent the
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val ues as shown in that schedul e?

A Again, as | noted, those dots, | presume,
represent capital structures that do not include
short-term debt

So to the extent that short-term debt
is underneath the capital structure, debt to ratio
again would be somewhat | ower. Again, with the
average line that you have marked 48.8 percent being
approximately 45.19 percent.

Q Your testimony doesn't propose any
adj ustnment to either the cost of equity or the
capital structure to recognize a differential of

financial risk between ConmkEd and the sanple group,

correct?
A That's correct.
MS. POLEK- O BRI EN: I have no nore questions.

Thank you.
JUDGE DOLAN: Any redirect?
MR. FEELEY: Yeah, can we have 10 m nutes or
somet hi ng?
JUDGE DOLAN: Sur e.
(Wher eupon, a recess was taken.)

1806



10

11

12

13

14

15

16

17

18

19

20

21

22

REDI RECT EXAM NATI ON
BY
MR. FEELEY:

Q M. MNally, do you recall Ms. O Brien was
asking you a series of questions about the debt and
equity ratios of the Conpany's versus those of the
ones in your sanple.

Do you recall that?

A Yes.

Q And she asked you whet her you made an
adj ustment for any difference between the two.

Do you recall that?

A Yes.

Q And you responded that you did not make
such an investnment, correct?

A That's correct.

Q And why didn't you make such an adj ustment?

A Such an adjustnment is not necessary in this
proceedi ng because the capital structure that is
recommended by Staff includes TFIs.

And as Staff has repeatedly stated
t hroughout its testimny, TFls should not be in and
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are not included by S&P in the capital structure used
to assess the strength, the financial strength or
ri sk of the Company.
Q And just for the Judge's benefit, what are
TFI s?
A Transitional funding instruments.
MR. FEELEY: That's all | have.
JUDGE DOLAN: Any recross?
MS. POLEK- O BRI EN: No more questi ons.
JUDGE DOLAN: Thank you, M. MNally.
Are you going to admt ComEd
Cross 147
MS. POLEK- O BRI EN: Yes, | am
|*'m going to move for the adm ssion of
ComEd Cross-Exhibit 14,
JUDGE DOLAN: Any objection?
MR. FEELEY: No, objection.
JUDGE DOLAN: ComEd Cross-Exhibit No. 14 will
be admtted into the record.
(Wher eupon, ComEd Exhibit Cross
No. 14 was admtted into
evi dence.)
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MR. FOSCO: Staff would call its next w tness
Ms. Sheena Ki ght.
(Wtness sworn.)
SHEENA KI GHT,
called as a witness herein, having been first duly
sworn, was exam ned and testified as follows:

DI RECT EXAM NATI ON

BY
MR. FOSCO:
Q Pl ease state your nane. Spell your | ast

name for the record.

A Sheena Kight; K-i-g-h-t.

Q Ms. Kight, did you cause direct and
rebuttal testimony to be prepared for this
proceedi ng?

A Yes, | did.

MR. FOSCO: Your Honors, in kind of accordance
with the shortened procedures, |I'll just proceed to
identify the testimony filed on E-docket.

| CC Staff Exhibit 4.1 through 4.3 were
filed through E-docket on March 14, 2006. It's

Document No. 166339.
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JUDGE DOLAN: What were the exhibits?

MR. FOSCO: Schedules 4.1 to 4.3 and 4.0
corrected.

JUDGE DOLAN: All right.

MR. FOSCO: And then on March 20, 2006, |ICC
Staff Exhibit No. 15.0, second, corrected was filed
on E-docket as Document No. 166943.

BY MR. FOSCOC:

Q Ms. Kight, do you have any corrections to
ei ther of those documents?

A Yes, | have one correction to Staff
Exhibit 15.0 on Page 8 in Table 2 under the heading
of Equity. And instead of 52 percent, it should be
45.5 percent.

Q And that change is consistent with the
ot her changes that were made in the body of your
testi nony?

A Yes, it is.

Q Wth that change, do you have any ot her
changes?

A No, | do not.

Q And is your testimony contained in the
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documents we previously identified true and correct
to the best of your know edge?

A Yes, it is.

MR. FOSCO: W th that, your Honor, we woul d
move for adm ssions of ICC Staff Exhibit 4.0
corrected, including Schedules 4.1 through 4. 3 and
| CC Staff Exhibit 15.0, second, corrected into
evi dence and tender Ms. Kight for cross-exam nati on.

JUDGE DOLAN: Any objection?

MR. RI PPI E: None.

JUDGE DOLAN: [ICC Staff Exhibit 4.0 corrected,
along with Exhibits 4.1 through 4.3 will be admtted
into the record and |ICC Staff 15.0, second, corrected
will also be adm tted.

(Wher eupon, |1 CC Exhibit
Nos. 4.0, 4.1 4.3 and 15.0 were
admtted into evidence.)

MR. FOSCO: Thank you

CROSS EXAM NATI ON
BY
MR. REDDI CK
Q Ms. Kight, my name is Conrad Reddi ck. I
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represent the Illinois Industrial Energy Consumers.

At your rebuttal testinony at Page 6,
you reject the use of certain adjustments in the
standard report of financial ratios credit metrics
calculations to reflect transitional funding
instruments; is that correct?

A Yes.

Q And the financial ratios that you are
di scussing there are the funds from operations and
interest coverage ratio and the funds from operations
to debt ratio?

A Correct.

Q When you cal cul ated the ratios that you
show in Rebuttal Table 2 -- | think that's the one
you just corrected?

A Yes.

Q -- did you use as the funds for -- from
operations the revenue streanms from all operations of

t he Conpany?

A Yes.
Q Did you include, as well as the revenue
streams fromr regulated utility operations, any other
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revenue streams fromthe Conmpany?

A M ne's based off of rate base that Staff
proposed; funds fromthe rate base that Staff
proposed.

Q So the funds that you took into account in
your cal culation are the revenues derived fromthe

assets in the rate base that Staff proposed?

A Yes.
Q Okay. At the top of Page 7, | believe in
the rebuttal testimony, | think you described the

specific adjustments. You discuss at sonme |ength
there the particular adjustments that you deci ded not
to make, that you deci ded were inappropriate to make?

A These are the adjustments that S&P makes.

Q Okay. But - -

A For transitional funding instruments.

Q Yes. And these are not adjustnments that
you made when you did your cal cul ations?

A These adjustments are reflected in the
cal culations in Table 2.

Q You are nmuch nore accurate than | am

They are in Table 2. But you found
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themultimately inappropriate for use for ratemaking?

A | found that when they were excluded that
the ratios produced metrics that were more consi stent
with a Triple B, low to m ddle benchmark. And when
t hey were not excluded, they produced ratios that
were consistent with an A mnus triple B plus credit
rating.

And | didn't think it was necessary to
adj ust the capital structure based on the ratios that
resulted fromcalculating the ratios with including
the TFIs. | didn't adjust my capital structure based
off those ratios.

Q Okay. To be clear, the nunmbers shown in
Tabl e 2 of your rebuttal testinony, do reflect the
adjustments that are in the standard report?

A Yes.

Q Are you famliar with the circunstances
under which the transitional funding -- |I'm sorry.

Are you famliar with the
ci rcunstances under which the transitional funding
instruments issued by ConmEd were originally issued?

A ' m vaguely famliar.
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Q Okay. They were a part of the
restructuring that ComEd undertook pursuant to the
1997 | egislation, correct?

A Correct.

Q And one aspect of ComEd's restructuring was
the treatment of its generating assets, specifically,
ComEd sold its fossil plants and transferred its
nucl ear generation stations?

A That's my understandi ng.

Q As a part of its sale of the fossil
generating assets, are you famliar with the details
of that transaction?

A No, not entirely.

Q Do you know that -- let me see, how can |
ask you this.

Are you famliar with ComEd's transfer
of the assets to an affiliate for later sale to a
third party?

A The transfer that happened in 20017

Q | think it was before that.

MR. FOSCO:. Conrad, are you limting your
guestion to the fossil units at this point?
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MR. REDDI CK: Yes, fossil units.

THE W TNESS: No.
BY MR. REDDI CK

Q Let me ask you this: Would you accept
subject to check that as described in ConEd' s FERC
Form 1 for cal endar year 2000, the utility
transferred 4.8 mllion fossil generating assets to
an affiliate for later sale in exchange for a demand
note and an interest-bearing note?

A |1l accept that subject to check.

Q Are you famliar with ComeEd's cash flows in
the test year 20037

A No, not entirely. | have a vague idea of
the cash flows, but | haven't |ooked at them
specifically.

Q Okay. "1l ask it. We'Il|l see where it
goes.

Woul d you accept, subject to check

t hat ComEd's 2004 FERC Form 1 reports a paynent of a

note froman affiliate in connection of the fossil
plants in the amount of $1,077 mllion?
A Subject to check, 1'll accept that.
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Q I f that amount were included in the cash
flows available to ComEd for the payment of TFIs and
were included in your calculations, the financial
rati o cal cul ati ons, would you agree that there would
be a significant change in those cal cul ati ons, the
results of the calculations?

A My cal cul ations for the ratios are based
off of Staff's recommended rates base.

Q | see.

And if the revenues avail able were
greater, the ratios would change, wouldn't they?

A ' m not for sure what effect it wll
actually have on Staff's rates base.

Q Well, if the funds from operations were
| arger than the funds from operati ons number that you
use, the ratio would increase, wouldn't it,
mat hematical |l y?

A Yes.

Q Did you do any cal cul ati ons that assume
that the TFls were fully paid off, how the financi al
rati os would be in those circunstances?

A No. | didn't look to -- |I'massum ng you
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are | ooking at

forward.
Q Because
A They wi |

designated to pay the TFIs is no | onger

they will be paid?

| inmprove. The 340 mllion that

pay the TFIs when they are retired.

Q | n what

A Decenber

are retired.

that i

Q And | believe you say in your

t's your understanding that

approval to issue

represented to the Comm ssion that

an adverse effect

credit

st andi ng?

year ?

20009. No, | didn't | ook that

far

i's

required to

31, 2008 | believe is when they

the TFls, that the utility

on Company's financi al

A Yes, that's my understanding.

MR. REDDI CK:

Thank you.

Those are all the questions

JUDGE DOLAN:

Thank you.

testimony

t here woul d not

ri sk or

have.

when ComEd sought

be
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CROSS EXAM NATI ON
BY
MR. RI PPI E:
Q Good afternoon, Ms. Kight.

My name is Gl enn Rippie. | don't know
if an appearance has been entered for nme today. [*'m
told it has.

Despite what M. Fosco m ght have told
you, |I'mactually a nice guy.

You are not a CPA are you, Ms. Kight?

A No, | am not.

Q So you would not intend any of your
testinony today to offer an opinion on the
correctness of the accounting of a public

corporation, would you?

A No, | wouldn't except to offer an opinion
on t hat.
Q You are, however, the overall cost of

capital and capital structure witness for Staff,

right?
A Yes.
Q "' m going to ask you just two questions

1819



10

11

12

13

14

15

16

17

18

19

20

21

22

about what M. Reddick asked you before | get into ny
own outline to make things clear.

M. Reddick asked you to make an
assunmption about certain fossil assets.

And | believe he asked you to assune
that $4.8 mllion was invol ved.

Do you think it m ght be a better

assumption to assune that it was 4.8 billion with a
"B"?

MR. REDDI CK: | certainly woul d.

THE W TNESS: | said subject to check, whatever

is actually in the report would be correct.
BY MR. RI PPI E:

Q Now, M. Reddick al so asked you whet her at
the time of the retirement of the transitional
funding instruments the ratios, the so-called FFO
rati os would i mprove. And you answered
mat hematically they woul d.

That, of course, assumes that al
ot her things remain equal, right?
A Correct.
Q If I use the term "FFO' just as you have in
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your testinmny, you'll understand that to mean funds
from operations?

A Yes.

Q Okay. Now, you testify at Lines 40
t hrough 41 of your direct testimony that consunmers
are best served when the authorized rate of return on
rate base equals the overall cost of capital.

Do you agree, as well, that utilities
have a right to recover a rate of return equal to
their overall cost of capital?

MR. FOSCO: And | assune you are not asking a
| egal opinion?

MR. RI PPI E: Correct assunption.
BY MR. RI PPI E:

Q As a matter of policy, 1'll rephrase the
question that way.

Do you agree that in addition to it
benefiting consumers utilities have that ability?

A Yes.

Q And woul d you agree that a proper rate of
return for a regulated utility is one that is
commensurate with returns and investments in other
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enterprises having corresponding risks?

A Yes.

Q Woul d you agree that a proper rate of
return for a regulated utility is one that is

sufficient to assure confidence in its financi al

soundness?
A | think that the cost of capital for a
utility should reflect what investors' expectations

are for the equity portion and the debt, obviously,
and the cost of the debt.
Q | ' m asking you about the overall return.
My question is whether you agree or
di sagree that as a matter of policy the rate of
return for a regulated utility should be set, quote,
"sufficient to assure confidence in its financia
soundness” end quote?
Would it help you, if I told you |I was
guoting a Conm ssi on order?
A Well, it's just the "confidence."

I think that statement is reasonabl e.

Q Wthin the ordinarily meaning of the words?

Yes.
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Q Fair enough.

Woul d you agree that a proper return
for a regulated utility is one that respects its
ability to attract capital at reasonabl e and
conpetitive rates?

A Yes.

Q And would you al so agree that the
Commi ssion in several past decisions has recognized
t hat mai ntai ning an investment grade rating is a
m nimum criterion for access to capital at reasonable
and conpetitive rates?

A "' m not positive what the Comm ssion has
previously said in all orders about the m ni mum

Q Okay. Well, would you agree that
mai ntai ni ng an i nvestment grade rating is a mninmum
criterion for access to capital at reasonable rates?

A | think it is important that a utility
mai ntain a good credit rating.

Q Now, is it correct that ConEd's former
parent Unicom Corporation merged with PECO Energy
Conpany on or about October 20th of the year 20007

A That's my understandi ng.
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Q

And is

it also your

mer ger was consummat ed,

a | egal opinion just

notice that

Section 16.111 of

A

Q

t here was any defect

accounti ng of

A

Q

Yes.

And your

t hat

her

under st andi ng that that

and again, |I'mnot asking for

the Act?

mer ger, ri

That's correct.

Now, af

ter that

mor ni ng of October 21,

ComEd still

A

Q

a significant

A

Q

guesti on.

2000,

owned t he nucl ear

under st andi ng,

in the approval or the

ght ?

we all woke up.

plants, right?

That's my understandi ng.

And it

still

peri od of

| believe it

Fair enough.

Act

G ve or

G ve or

ual |y,
t ake.

t ake.

owned

time.

pursuant to a

Conpany | odged with the Comm ssion under

testi mony makes no claimthat

mer ger closed, on the

And

t hose nucl ear plants for

Am | correct?

was three months.

You answered ny next

i ke,

maybe 91 days,

ri ght?
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On the first day of 2001, ComEd
transferred nucl ear generating assets to a new
entity, ultimtely Exelon Generation, LLC; is that
correct?

A That's my understandi ng.

Q And that transfer was consummated pursuant
to anot her one of those 16.111 notices, right?

A Correct.

Q And your testimny doesn't make any claim
that there was any defect in the approval or the
accounting for that process, right?

A That's correct.

Q Now, you propose a capital structure, and
if you want to turn to your Schedule 4.1 it may hel p.

You propose a capital structure for
ConEd of 62.89 percent |ong-term debt and 37.11
percent comon equity; is that right?

A Yes.

Q Does that 62.89 percent |ong-term debt
i nclude TFIs?

A Yes, it does.

Q You agree that ComEd has no preferred
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stock, right?

A Yes.

Q And as you testified, ComEd doesn't rely on
short-term debt as a permanent source of financing so
you included none in the capital structure?

A Correct.

Q G ven that there's sort of no short-term
debt to worry about and no preferred to worry about,
the Conmpany's capital structure is a function of its

equity bal ance and its |ong-term debt outstanding,

right?
A Yes.
Q Equity bal ance is an accounting entry? W

can find it on the books of any company?

A Yes.

Q And what matters for calculation of the
overall cost of capital is the weighted average of
the cost of equity and debt, right?

A Yes.

Q So what matters for that calculation is the
rati o between the equity balance and the |long-term
debt outstanding, not the absolute value of either
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number, right?

A Yes.

Q Is that ratio sometimes called the |everage
rati o?

A Yes, financial |everage.

Q Now, you testify at Lines 78 through 80 of
your direct testimony that ComEd's proposed capital
structure reflects reversals of adjustments nade to
comon equity as a result of the Conpany's use of
purchase accounting to record its acquisition by PECO
Ener gy Conmpany.

Do you see that testinony?

A Yes.

Q That acquisition refers to the October 2000
transaction that we discussed two or three m nutes
ago, right?

A Yes.

Q And the common equity there refers to the

common equity balance on the books of the Conpany,

right?
A Yes.
Q | want to first just focus on the merger
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before | talk about transfers of any assets.

So let's pretend it's October 21st of
2000. Okay.

Were you present during Ms. Houstma's
testinony?

A | caught some of it. We were on phone
cat ch. It wasn't completely clear. A |lot of things
we coul dn't hear.

Q Have you taken a | ook at the exhibit that
was derived fromthe witings that Ms. Houstm made
on an easel during her testimony?

A No, | have not.

Q ' mgoing to try to sinmulate it. |
reproduced it, and actually blown up sonething
simlar to it.

|*"m going to show you a document |'m
going to mark as Commonweal th Edi son Cross-Exhibit
15.
(Wher eupon, ConEd Deposition
Exhi bit No. 15 was marked for

identification.)
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BY MR. RI PPI E:
Q When | started this this was confusing to
me, so | hope it can make things sinple.
This document starts out with a
$6 billion equity nunmber. That is illustrative.

Just accept it for the purposes of the cal cul ation

process with the understanding that |I'mnot trying to
imply that that's the actual nunber. I"m just using
it for illustration purposes?

A Okay.

Q Does this chart, essentially, show how,

under fair value accounting for a merger, the
previous equity bal ance of the Company and the equity
bal ance of the Company after the merger would be
adj ust ed?

MR. FOSCO: Are you asking her to assume that
these are the only entries that there are?

MR. RIPPIE: Assum ng these are the only
required entries.

THE W TNESS: |1l accept that.
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BY MR. RI PPI E:

Q This line | abeled "Goodwi I|" which here has
a number of 4.926 billion, that value is actually
derived from the other values on this chart; is that
right?

A That's my understandi ng.

Q It is the remainder that's left over when
you conpare the adjustnents made to the equity of the
Conpany before the transaction and the -- |'m saying
t hat question way more conplicated than it is.

It's the nunber that's required to
make this $6 billion initial equity, plus the sum of
t he adjustments, equal to the purchase price, right?

A Yes.

Q Now, in this case, this illustrative case,

the difference between equity before and equity after

is as the docunment shows 2.92 billion, right?
A Yes.
Q |f the adjustment, which is |abel the

reduction in assets and change in liabilities were
some ot her number than what shows on here, that would

have changed the Goodwi || number, right?
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A Yes.

Q It would not have changed the 2.92 billion
di fference, would it?

A No.

Q And that's because that 2.92 billion
difference flows fromthe difference between the
purchase price and the equity bal ance regardl ess of
t he amount of the fair value adjustment, right?

A Yes.

Q So if on October 21st of 2000, we wanted to
elimnate 100 percent of the effect on the equity
bal ance of the merger, and |I'm now going to ask you
to use your know edge of the actual data, the correct
adj ust ment on October 21st of 2000 woul d have been to
back-out 2.92 -- $2.292 billion of equity, right?

MR. FOSCO: Can | have the question read back.

MR. RI PPI E: "Il read it back nyself.

BY MR. RI PPI E:

Q | f we were going to adjust the equity
bal ance for the effect of the merger, the correct
adjustment to be to back-out the $2.92 billion,
right?
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A On October 21st?

Q Yes.

A Yes.

Q And t hat would conmpletely adjust for the
effect on equity of the merger, right?

A Yes.

Q Now, you also testify, do you not -- strike
t hat .

I will make the question sinpler.

Woul d you also agree with me that had
ComEd continued to own the nuclear units, that would
be the end of the story, right?

MR. FOSCO: On October 21st?

MR. RIPPIE: Today.

THE W TNESS: |If ComEd still owned the nucl ear
pl ants, the reversal of the 4.791 and the 2.517 would
not be necessary.

BY MR. RI PPI E:

Q So the answer to my question is "yes," the
2.292 would be the end of the story in your view?
A Yes.

Q Now, in your view, because ComEd does not
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continue to own the nuclear plants, you recomend
that the Comm ssion decrease ConmEd's equity bal ance
by 100 percent of the unwrittendown amount of the
nucl ear plants, right?

MR. FOSCO:. Are you saying the net anount?

MR. RI PPI E: No.

MR. FOSCO: You are saying just the 4.7 mllion

no ot her adjustment?

MR. RIPPIE: No, no. |I'mjust trying to ask
about the adjustnment. l"mjust trying to net it out
from everything she's doing. ["mjust trying to

focus on the value of the nuclear plants.

THE W TNESS: My recomendati on was based off
of what Mr. Mtchell presented. | didn't agree with
his adjustment to add back in plant writedown and
adjust for the deferred tax and investnment tax
credits of 2.157 billion.

BY MR. RI PPI E:

Q Let's maybe try to get this by | ooking at
your Schedule 4.1.

Your Schedule 4.1 reduces equity by
4.926 billion, not by 2.292 billion, right?
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A Yes. lt's the 2.292 billion. And the
2.561 billion | refer to on Page 6 of my direct
testinony on Line 108.

Q And that reflects the added anount --
sorry.

That reflects the |arger anount by
which the nuclear -- the larger value of the nucl ear
pl ants prior to the writedown net of the offsetting

tax adj ustments?

A Yes.

Q Ri ght ?

A Yes.

Q Now, as a result of your adjustnments, the

capital structure you propose is different than the
ratio of equity to debt reflected on the audited
books of ComEd, right?

A Yes.

Q And if we were to go back in time to
Decenber of 2000, there are a variety of ways in
whi ch ComEd coul d have transferred the nucl ear
assets, right?

A | guess.
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Q Well, my -- certainly not all of the ways
in which the traction could have been structured
woul d have resulted in all of the net impact of that
transaction hitting equity, right?

A Coul d you give me an exanpl e.

Q Sur e.

Ex- Gen coul d have issued debt and
given ComEd the proceeds in exchange for a portion of
the plants?

A Yes.

Q Ex- Gen could have given ComEd a note?

Ri ght .

Q Ex- Gen could have given ComEd an assi gnnent
of future receivabl es?

A Okay.

Q ConEd coul d have asked the bond trustee to
al l ow Ex-Gen to assume nortgage debt?

A Yes.

Q Al'l of those things would have resulted in
| ess of that 100 percent of that adjustment hitting
the equity bal ance, right?

A Yes.
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Q And, in fact, at the time the plants were
constructed, they weren't constructed with
100 percent equity, were they?

A They were capital expenses, so you can't
desi gnate what capital goes with what asset.

Q | had that theoretical discussion with
M. MNally a few mont hs ago, but let me put it in
practical terns.

When the nuclear -- it's not your
testi mony when the nucl ear plants were built that
100 percent of the cash cost of that was financed by
not hi ng but a series of new equity sales by ComEd,
right?

A That's correct.
Q They went to the debt markets too?

A That's my understandi ng.

Q Now, if your adjustment is recognized fully

to equity, what is the effective, call it adjusted or

hypot heti cal equity balance of the Conpany?
A You mean the balance that | state on
Schedul e 4. 1.

Q Correct.
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A The bal ance of equity would be 2 billion
561 mllion.

Q When was the last time you're aware of that
ConkEd allowed its equity balance to fall bel ow
$3 billion?

A | didn't look into that.

Q So you have no basis to contradict any
testinony by ConEd financial witness on that subject?

A No.

Q Now, please tell me if you don't know t he
answer to this because | did ask you, and | know you
are not an accountant.

Do you know whet her GAP required ConEd
to transfer the plants as of 1/1/01 at the date
that -- at the value that appeared on its books?

A No, | do not know that.

Q One way or the other?

A No.

Q Before |I sort of move to the next subject,
I just want to make sure that one thing is absolutely
cl ear.

The adjustment that we're talking
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about -- try it a different way.
We're in agreement that no part of the
Goodwi Il entry is included in rate base, right?
MR. FOSCO: Can you clarify the question.
What Goodwi || adjustment are you
referring to?
BY MR. RI PPI E:
Q There is a Goodwi |l bal ance on ComEd's
books, right?
A | assume so.
Q That's not in rate base, is it? W are
tal king about just a capital structure issue, right?
A You have to ask Diane Hat hhorn or Tracy
Ebrey.
Q We can skip a bunch of things here.
Now, both of the transactions that
we' ve di scussed, the merger and the transfer occurred
prior to the end of January of 2001, right?
A | believe so.
Q Are you famliar with the capital structure
t hat was considered by the Comm ssion in Docket
01-0423 ConEd's | ast delivery services rate case?
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A | | ooked at that time a long time ago. I
don't remember what it was.

Q Woul d you accept, subject to check, that
the capital structure measurement date was 12/31/01
whi ch woul d have been after both the merger and the
transfer transactions?

A Yes.

Q Do you know whet her or not it is true that
in 01-0423 Staff based its capital structure
recommendati on on an unadjusted equity bal ance

directly off of ComEd's books of account?

A |'mnot famliar with that.
Q | would like you to assume for the next few
guestions that Ms. Janice Freetly, F-r-e-e-t-I1-y,

Ms. Janice Freetly's Schedul e showed a common equity

bal ance of 4.952 billion as of March 31, 2001,
correct?

A You want me to assume that Janice --

Q | want you to assume that because | think

if we had to, we could get a Conmm ssion order out and
| ook it wup. But |I'm not going to ask you to --
A That's fine. If I remenmber right that
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Comm ssion order was a settled on the capital
structure.
Q Well, we can have a discussion about that,
but I m ght disagree.
" mjust going to ask you to assume

that's Janice Freetly's testinmny. Okay?

A Okay.

Q Woul d you like to see it? | can show it to
you.

A | don't think we all want to wait for me to

read testinony.

Q It's only a page.
A Then, let me see it.
MR. RI PPI E: I don't know whether |I'm going to

mark this or not.
JUDGE DOLAN: Okay.

BY MR. RI PPI E:

Q | think without going back to my desk, it's
about Line 162. It's actually 147 to 169.
I m wrong. lt's 142 to 146.
A Okay. | don't see any numbers.
Q Well, she, at Lines 142 through 146,
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i ndi cates that she got her equity bal ance by
subtracting the preferred stock fromthe conmon
equity balance on the Company's Form 10-Q, right?
A That's what the form says.
Q If you | ook at her Schedule 5.17
A That's not attached.
Q Well -- okay.
We'll do it the old way.
| want you to accept, subject to
check, the Schedule 5.1 shows an equity bal ance of

4.952 billion as of 3/31/01. Okay?

A Okay.
Q Assum ng that that's accurate, that's about
2.4 billion more than the common equity bal ance Staff

says ComEd has now, right, for ratemaking purposes?

A Yes.

Q And you don't dispute, do you, that ComEd
has had earnings since 3/31/20017

A No, | don't dispute that.

Q And a capital contribution has been made
since then?

A Yes.
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Q And no further transfers of significant
assets have been made since then, right?

A Yes.

Q Now, will you accept, subject to check,
that the Comm ssion found that ComEd's common equity
was 5.224 billion as of 12/31/01 in its first order
in that docket or -- |I'm happy to show you the order,
if you want to see it.

A |1l accept that subject to check.

Q Can you identify any transaction or event
t hat has occurred since 12/31/01 to the present that
woul d have caused ComEd's actual equity bal ance to be
reduced by anywhere between 2 and a half to
$3 billion?

A | don't know the answer to that.

Q You are not aware of it?

No, | didn't look into it.

Q Okay. Let's talk briefly, | hope, about
capital structure.

Now, is it your position that the
capital structure of a utility should tie to its rate
base? You want me to try the question a different
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way ?

A | think that the capital structure should
reflect the original cost of depreciation of assets,
depreci ate the assets.

Q When you say "reflect” do you mean equal ?

A No. There are itens in capital structure
that aren't necessarily in rate base as far as assets
are -- transm ssion for exanple.

Q There is a | ot of reasons that capital
structure in rate base, total capital structure in
rate base m ght diverge, aren't there?

A Yes.

Q So, for example, capital structure will be
effected by the anortization rate of debt which may
be entirely different than the depreciation rate of
the assets that are purchased?

A Yes.

Q And capital structure may be effected by
contributions to capital that don't necessarily
purchase assets in rate base, right?

A Yes.

Q And capital structure may be effected by
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di vi dends which utilities typically make?

A Yes.
Q So woul d you agree with me that there is
not hi ng, per se, wrong about the fact that a utility

capital structure doesn't match its rate base?

A Correct.

Q Now, you are aware that both M. MNally
for Staff and ConmEd W tness Hadaway have identified
sanpl e conpani es which Staff and ComEd witnesses
testify constitute appropriate sanple proxies for
ComEd, right?

A Yes.

Q And |I'"m going to briefly show you a copy of
what | believe is ComeEd Cross-Exhibit 14.

Now, |I'm not going to ask you to
repeat what was discussed with M. MNally.

But I will ask you that there is no
conpany included in M. MNally's sanmple that has
much | everage as the 37.11 debt -- sorry -- 37.11
percent equity ratio that you recommend; is that
correct?

A According to this chart, that's correct.
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Q Now, on Pages 7 through 10 of your, |
believe, rebuttal, you testify that you | ooked at
funds from operation debt and interest coverage
ratios to try to assess what ConEd's ratings would be
i f your recommendati ons were adopted, correct?

A You mean my direct?

Q Let me check that. Yes, | do.

| apol ogi ze. That would be Pages 7

t hrough 10 of your direct?

A Yes.
Q Now, | notice on Table 1 on Page 9 of your
direct, you don't |ist the debt ratio?

A Correct.
Q Can you tell me where the debt ratio you

recommend woul d place ComEd?

A The debt ratio I recomend includes TFIs.
Q | ' m not asking you --
A So it's not an equal conparison to the S&P

rati os that are presented.
Q Let's take them bot h.
Where woul d the unadjusted debt ratio
pl ace ComEd?
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A At the very top of the Double B range; very

bottom of the Triple B range. 62 is the cut off.

Q Double B is sub-investment group?
A Yes.

Q Colloquially referred to as --

A If you take out the TFIs.

QO

"' m not there yet.
Bel ow i nvest nent grade colloquially

referred to as junk?

A Yes.
Q Okay. If you take out the TFls, where do
we go?

A Around 45 percent.
Q Which is Triple B?
A 45 percent equity.
Excuse nme. Yes, it's Triple B.
Q I n both cases?
A In the top part of the Triple B range; top
third.
Q Top third.
In both cases, |ower than ConEd's --
| ower than the ratio if ConmEd's actual capital
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structure on its books were used, right?

A Yes. It's | ower than the capital structure
on their books.

Q Now, at the end of your rebuttal testimony,
you address your view of the implications concerning
a TFl adjustment to the capital structure, right?

A Yes.

Q ConmEd didn't rely -- just to be clear,
ConEd didn't rely on a TFlI adjustment to arrive at
its recommended 54.40 percent equity, did it?

A No.

Q If it had tried to do such a thing, it
woul d have come up with even a higher equity
percentage, right?

A Yes.

Q If a TFlI adjustment were made at | east as
in the way that you descri be how S&P would do it,
woul d you agree that in calculating the resulting
financial ratios, you would have to renove both the
TFls and the associated cash flows?

A Yes.

Q And what that means in sort of l|lay |anguage
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is, you' d have to not consider the noney used to pay
the periodically anortized portion of the securitized
debt, right?

A That and the interest charges.

Q Whi ch was my next question.

So you back them both out?

A Correct.

MR. RIPPIE: Thanks very nuch.

That's all | have.

MR. FOSCO: Can we have just a few m nutes.
(Whereupon, there was a
change of reporter.)

JUDGE DOLAN: Back on the record.

MR. FOSCO: Your Honor, staff has no redirect.

JUDGE DOLAN: Thank you

MR. RIPPIE: ConmEd would nove for the adm ssion

of Cross Exhibit 15.

JUDGE DOLAN: Any objection?

MR. FOSCO: No obj ecti on.

JUDGE DOLAN: ComEd Cross Exhibit 15 will be

admtted into the record.
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(Whereupon, ComEd Cross
Exhi bit No. 15 was
admtted into evidence as
of this date.)
JUDGE DOLAN: So we're doing Schl af.
MR. FOSCO: | thought Ebrey was next.
MR. RI PPI E: He's got five m nutes.
(Di scussion off the record.)
(Wher eupon, a short break was
t aken.)
JUDGE DOLAN: Let's go ahead and go back on the
record.
MS. SCARSELLA: Staff calls Theresa Ebrey.
JUDGE DOLAN: Good afternoon. Rai se your right
hand.

(Wtness sworn.)
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MS. SCARSELLA: Your Honors, Ms. Ebrey is
offering two exhibits, ICC Staff Exhibit 2.0 which
includes attachments A through K and schedules 2.1
t hrough 2.10. There is a public version and a
confidential version both filed on December 23rd of
2005; and ICC Staff Exhibit 13.0 which includes
attachnments A through D and schedules 13.1 and 13. 8.
There is a public and a confidential version both
filed on February 27th of 2006.

JUDGE DOLAN: Did you say 13.1 and or 13.1
t hrough.

MS. SCARSELLA: Thr ough.

JUDGE DOLAN: Okay.

MS. SCARSELLA: And staff would |like to nove
those into the record.

JUDGE DOLAN: Any objection?

MR. RI PPI E: None.

JUDGE DOLAN: All right. Then Staff Exhibit
2.0 with schedules A through K and exhibits 2.1
t hrough 2.10 both a public and a confidential version
will be admtted into the record. And then Staff
Exhibit 13.0 with schedules A through D with exhibits
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13.1 through 13.8, both public and confidenti al
versions will be admtted into the record.
(Wher eupon, | CC Staff
Exhi bit Nos. 2.0 and 13.0 were
admtted into evidence as
of this date.)
JUDGE DOLAN: Proceed, Counsel.
MR. GARG. Thank you, your Honor.
(Wtness previously sworn.)
THERESA EBREY,
called as a witness herein, having been previously
sworn, was exam ned and testified as follows:
CROSS- EXAM NATI ON
BY
MR. GARG
Q Good afternoon, Ms. Ebrey. MW nanme is
Ri shi Garg, and | work for the Attorney General's
Office.
Can you please refer to Page 30 of
your direct testinony.
A ' m there.
Q Begi nning at line 627, you address an
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adj ustment for 2005 salary and wage increases,

correct?
A That's correct.
Q Wage and sal ary increases took place after

the 2004 test year, correct?

A Correct.

Q Labor costs are the product of wage rates
and the nunber of enployees, correct?

A Correct.

Q Woul d you agree that pro forma test year
| abor expense should not include wages and sal ari es
for nonexi stent enpl oyees?

MS. SCARSELLA: Obj ecti on. Ms. Ebrey did not
testify about | abor expense. She made a correction
to salary and wage increases according to a response
to a data request.

MR. GARG: Sal ary and wage i ncreases
i ncorporate or enconpass enpl oyees.

JUDGE DOLAN: To the best you can answer the
gquestion, please.

THE W TNESS: Could you repeat that question.

MR. GARG: Q Sure.
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Woul d you agree that pro forma test
year | abor expense should not include wages and
sal aries for nonexi stent enpl oyees?

A | would agree with that.

Q So, for exanmple, if ComEd has a position
that is vacant, it is not actually incurring |abor
costs for that position, is it?

A | can't think of |abor costs that would be
incurred for a vacant position, no.

Q Absent any evidence that the vacant
position is being filled or will be filled, would it
be appropriate to include the hypothetical salary for
t hat vacant position in the cost of service?

A No.

Q Thank you.

Are you famliar -- changing grounds
now. Are you famliar with staff's adjustments to
benefits expenses such as severance costs?

A ' m not famliar with an adjustment that
staff made in this case for severance cost.

Q How about the conpany's?

MS. SCARSELLA: " m going to object. It's
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outside the scope of her testinony. She didn't
testify as to severance costs.

MR. GARG: 11 withdraw the questi on.

JUDGE DOLAN: Okay.

MR. GARG: Q 1'd like to show you a data
request that | believe you prepared. lt's the
conmpany's response to staff data request TEE 15.07.

Are you famliar with this request?

A Yes, | am

Q In fact, didn't you prepare this request to
t he conpany?

A Yes, | did.

Q Is it safe to say in preparing this request
t hat you contenpl ated severance costs?

MS. SCARSELLA: Objection, your Honor. If it's
related to her testimony, it's one thing; but, I
mean, Ms. Ebrey did her investigation and submtted
testimony in this docket, and severance cost was not
included. She did not prepare the response. She may
have written the request, but she did not prepare the
response, so she can't verify the response to this
data request either.
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MR. GARG. Your Honor, this request was
prepared, and it led to the preparation of her
testinony.

MS. SCARSELLA: She did not testify as to
severance costs.

JUDGE DOLAN: [I'Il sustain the objection; if
she doesn't know.

MR. GARG. Q So you just testified that you
did not make any adjustnment to severance costs,
correct?

A Correct.

Q But you are aware that the conpany did have
severance costs in their cost of service?

A The DR that you showed nme refers to a
section in M. Hill's testimny that discusses
enmpl oyee arbitration settlement.

Q Whi ch testimony exhibit are you referring
to?

A M. Hill's -- the exhibit that's referenced
in this data request TEE 1507.

Q Okay. One second.

So you have read M. Hill's rebutta
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testinony?

A Yes.

Q Okay. Are you aware then that the company
accrued approximately $21 mllion in severance costs
related to the Exelon Way programin 20047

MS. SCARSELLA: Your Honor, |'m going to have
to object one more time. We still seemto be talking
about severance costs, and Ms. Ebrey did not testify
about severance costs.

MR. GARG: Based upon her answer that she read

M. Hill's testinony, | was sinmply asking her if in
what she read she found what M. Hill testified to.
JUDGE DOLAN: Overruled. She may answer. | f

she doesn't know, she doesn't know.

THE W TNESS: I know that there's a section in
M. Hill's testimny that discusses severance. [*'m
not sure of an amount of severance costs that were
i ncl uded.

MR. GARG:. Q Okay. And to your know edge,
staff did not propose to remove severance costs from
pro forma test year operating expenses, did they?

A | don't believe so.
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Q Are you famliar with the Conm ssion's
final order in Docket No. 01-04327

A s that ComEd's | ast DST case?

Q | believe so.

MS. SCARSELLA: 0423.

MR. GARG: Q I'msorry. It's not. It's
Il'linois Power proposed revisions to delivery service

tariff sheets and ot her sheets.

A | may have seen that order at some tinme in
t he past. Recently | have not referred to it that |
recal | .

Q Okay. So you recall -- you may have

recall ed the case.
Do you recall that the Conm ssion

di sall owed the recovery of severance costs if such
costs, quote, will not be incurred on an ongoi ng
basis, end quote, and the costs are a product of a
mer ger ?

A No.

MR. GARG: Thank you, and | have no nore
guestions. Thank you.

JUDGE DOLAN: Are you doing anything with this
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as an exhibit, or should we not worry about that?

MR. GARG: | believe | amgoing to mark it as
Cross Exhibit 4 1 believe it's what we're on, and |
will ask to nove it into the record.

(Whereupon, AG Cross Exhibit No.
4 was marked for
identification.)

MS. SCARSELLA: |1'mgoing to object. Staff did
not -- cannot verify and did not wite the response
to this data request, so | don't believe he has
foundation -- established a foundation to do so.

MR. GARG: |'ve established a foundation that
the witness prepared --

MS. SCARSELLA: She wrote the question but not
the answer .

MR. GARG: Well - -

MS. SCARSELLA: It's outside the scope of her
testi mony as well.

MR. GARG: W tnesses prepare discovery requests
to prepare their testimony.

MS. SCARSELLA: She did not address this in her
testi mony and she cannot verify the response.
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JUDGE DOLAN: All right. Since we can't verify
the response, |I'll reject it as an exhibit then
MR. GARG. Thank you.

CROSS- EXAM NATI ON

BY
MR. RI PPI E:
Q Good afternoon, Ms. Ebrey. " m Gl enn

Ri ppie. W've nmet before.

To take sort of the surprise away from
it, the first thing "'mgoing to talk to you about is
incentive conpensation. It is my belief that none of
the questions | ask you are going to require you to
di vul ge confidential details of the plan documents or
ot her materials that have been designated as
confidenti al .

If at any time you feel that ny
guestions require you to do that in order to give a
fair and conplete answer, will you please tell us
bef ore you give the answer so that we can take the
necessary steps to protect that information?

A L.
Q Thanks very much.
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| want to first turn to your direct
testi mony at roughly lines 483 through 524 where you
di scuss a variety of or at least cite a variety of
Comm ssi on prior orders.

Can | take fromthat section of
testi mony that you are citing those orders as part of
a policy recomendation to the Comm ssion, not as a
| egal argunment that the Conm ssion must follow a
certain decision?

A Yes.

Q And you acknow edge, do you not, that the
Comm ssion has all owed incentive conpensation in sonme
cases including, for exanmple, ConkEd' s |ast DST case
and a couple of other cases that you cite?

A Yes.

Q Now, is it your policy recommendation in
this case that the Comm ssion allow recovery of
incentive compensation costs if it confers upon
rat epayers specific dollar savings or other tangible
benefits?

A Yes.

Q And if there was no precedent at all, would
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t hat be the same policy standard you'd reconmmend?

A Yes.
Q Now, will you agree with me that electric
utilities in Illinois including ComEd are charged

wi th providing adequate, efficient, and reliable
service to their customers?

A Yes.

Q And when the General Assenbly wrote those
words, they wrote them would you agree, because they
expected customers to benefit fromutilities
provi di ng adequate, efficient, and reliable service?

Do you know what, 1'll wthdraw that
guestion. You don't know what the General Assembly
t hought . 11 make it sinmpler.

You agree that custonmers benefit when
utilities, in fact, provide adequate, efficient, and
reliable service, wouldn't you?

A | woul d agree that that is what custonmers
expect fromtheir utilities.

Q Fair enough.

When those expectations are met, they
benefit, right?
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A | guess it depends on what you mean
benefit. Do they get something over and above what
t hey expect to get?

Q No. Just that they're better off than if
t hey got | ess adequate, |less efficient, or |ess

reliable service.

A Okay. | could agree with that.
Q And woul d you al so agree that customers
benefit fromtheir utility's providing service with

greater efficiency?

A Yes.

Q And you can think of efficiency in two
ways, can you not? You can think of efficiency
operationally, that is, how much effort it takes to
accomplish a given task, operationally; and you can

also think of economcally, how much it costs a

utility to performa given task, right?

A Yes.

Q And if a utility provides service with
greater economc efficiency, customers will benefit

over time through |ower rates; is that correct?
A Not necessarily.
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Q Okay. Let me amend my question then.

Say if utilities provide service with
greater efficiency, all other things being equal,
customers will over time benefit through | ower rates
assum ng that at |east one rate case is filed?

A |f that rate case would result in | ower
rates and those |ower rates were a result of those
efficiencies which would | ower the cost, then the
rat epayers woul d benefit through | ower rates. | have
not seen that happen in cases in Illinois that |'ve
been involved with.

Q Well, let's break that answer down just a
bit. Let's assume that the rate case asked for an
increase in rates but it asks for a smaller increase
than it would have sought had the conpany not made
the efficiency inmprovements.

Custonmers benefit fromthat smaller
rate increase, right?

A | f the evidence that was included in that
rate case to show that that was the case, then |
woul d agree with that statement.

Q | "' m not asking you about fanciful
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efficiencies. My question only tal ks about a real
economc efficiency that actually reduces costs.

In that case, customers are better off
regardl ess of whether the total revenue requirement
goes up or down, right?

A | don't know that | could agree with that
because the revenue requirement is a function of the
total cost, not just an individual cost going up or
down.

Q Al'l other things being equal, the only
change i s whether or not a program has resulted in an
econom c efficiency inmprovement that has reduced O
and M costs, okay. In case A there's been no such
program no O and M reduction. |In case B there has
been such a program and there is an O and M
reducti on.

Customers are better off in case B

than in case A, aren't they?

A Provi ded the rates would be | ower under
case B than they were under case A, | would agree.

Q If the utility's costs are |lower, the rates
will be [ower, right?
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A There's other things than just the
utility's cost that impact rates and so | --

Q Al'l other things being equal, we're just
tal ki ng about that one change.

A Okay.

Q The answer is yes?

A Yes.

Q We saved a page.

Now, you agreed with me earlier that
custonmers benefit fromincreased service reliability.
I want to ask you just a few questions about the
details of that.

You woul d agree that customers benefit
fromreductions in the frequency of outages, right?

A Ri ght .

Q Al so from reductions in the duration of

out ages?
A Ri ght .
Q And since custonmers, as you said, are a

judge of what they expect, would you al so agree that
custonmers are better off by service which they are

more satisfied with than if they're |less satisfied?
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A Yes.

Q And as a result, would you agree that
customers benefit from having ComEd managers and
empl oyees focused on providing reliable service?

A | believe that should be the focus of the
utility's empl oyees and managers.

Q Regar dl ess?

A Regar dl ess.

Q But it does benefit customers nonet hel ess,
right, for themto do that?

A | don't know that it benefits custoners
that they're doing the job they should do.

Q Okay. |f they do it better, customers are
better off?

Not a trick question. "Il try it
this way.

If they exceed the m nimum | evel of
performance, customers are better off, right?

A | don't know that the m ninmum | evel of
performance should be the measurement.

Q | ' m not asking you that.

I"m just saying customers are better
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off if ComEd managers and enpl oyees exceed the
m ni mum | evel of performance than they are if they
meet the mninmum | evel of performance?

A To the extent that it results in them
getting better service, | could agree with that.

Q Now, at lines 294 through 302 of your
direct, you identify five reasons that support in
your view a disallowance of incentive comp thoughts.

| just want to verify that none of
those five is a claimthat paying incentive

conmpensation is inmproved?

A No, none of those five say that.
Q And none of those five is a claimthat
payi ng incentive conpensati on doesn't work, i.e.,

doesn't affect enployee behavior?

A No, none of those five say that.

Q And you have no experience as a utility
operator or engineer, right?

A Ri ght .

Q So you woul d have no basis on which to cal
into question M. Costello's testinony regardi ng how
the incentive compensation program in fact, affects
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Commonweal th Edi son's operations, would you?

A Coul d you repeat that.

Q Sur e.

Actually just this once would you m nd
reading it back?

(Record read as requested.)

THE W TNESS: Could you cite to any of his
testinony?

MR. RI PPI E: Q Sure. | mean, | can give you
page and |ine numbers, but that's a whole |ot nmore
detail than what |I'"'mreally trying to get. ' m j ust
trying to get a sinmple answer.

M. Costello, would you accept subject
to check, testified that incentive conmpensation is a
desirable way to notivate enpl oyees?

Now I " m not asking you to say whet her
that's true or not. l"m just asking you you have no
way to know whether it's true or not, right?

A Whi ch question should |I answer.

Q You have no way to know whether or not what
M. Costello -- you have no basis to challenge his
testi nony?
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A

so | don't

| have not

i nfl uences their

Q

does not

know what

behavi or, no.

Saved anot her page.

the incentive conmp plan,

Woul d you agree with me that if

attract

an appropriate number

managers and enpl oyees over time it

to provide safe,

efficient,

tal ked to any ComEd enpl oyees,

how it
ComEd
of quality
will be | ess able

and reliable service?

A | don't have an opinion on that.

Q Your testinmny does not dispute that the
aggregate |level of total cash conmpensation, that is,
nonconti ngent comp plus incentive comp, is

unr easonabl e or

A

Q
ei t her
ComEd r

A

No.

excessive, does it?

And you have made no recommendation in

your direct

educe

No.

just whet her

its total

or your rebuttal

testi nony that

cash conmpensation?

My adjustment for incentive conp is

the incentive conp that

is paid by the

conpany should be recovered from ratepayers through

the rates that

Q

OI' ’

as

are set

believe you put

it

in this proceeding.

whet her

or

not
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that cost is paid by the sharehol der or the customer,

right?
A Ri ght .
Q Now, you testify -- I'msorry, | didn't get

a line number on this one but it's several places in
your incentive compensation discussion -- that one of
the factors that influenced your opinion was the fact
that ComEd's executives could reduce or elimnate its
incentive conmpensati on program right?

Actually, | can give you a cite. It's

one of the five you cite at 294 through 302 of your

direct. It's, | believe, your third factor.
It's true that -- do you have it?
A Yes, | do. lt, | believe, starts with |ine

447 of my direct testimony, Exhibit 2.0, and the
following Iines are confidential, 448 through 454.

Q | understand. That's why | was careful.
I"'mtrying to be careful, and | think we can avoid
the confidential problem At |east | hope we can

It is true, is it not, that ComEd
executives could reduce or elimnate many of the
operating expenses included in the test year if they
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so chose?

A | don't know if they could do that or not.

Q "Il try a few examples, and if you don't
know, tell ne.

ConmEd could reduce or elimnate fringe
benefits for nonunion enmpl oyees, right?

A | would assume they would be able to, yes.

Q They coul d reduce base pay for executive or
manageri al enmpl oyees not subject to a bargaining unit
contract?

A Yes.

Q And subject to any Ilimtations in the
bar gai ning unit agreement, they could lay off union
empl oyees, right?

A Yes.

Q In your review of all the materials made
avai |l able to you by the conpany, did you |ocate any
document or piece of testinmony that indicated that
ConEd was planning on discontinuing the annual
incentive compensation progrant

A No, | don't believe |I saw where they were
pl anning to discontinue the incentive conp program
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Q Now, you obviously have no then personal
knowl edge of what ComEd's intentions in that respect
m ght be right?

A Ri ght .

Q So you woul d have no basis on which to cal

into question conmpany testinmny about its intention,

right?

A Ri ght .

Q Now, are you aware that M. Costell o has
testified -- and | apologize, | don't have a |line
number; | can try to find it, but maybe we can do it
wi t hout it -- has testified that if incentive

conpensation were elim nated, ComEd would have to
increase base wages to make up for that?

A | recall one of ComEd witnesses testifying
to that. | don't remenmber for sure which one it was.

Q Good enough

Because you have no personal know edge

of ComEd' s behavi or, you have no basis for
di sagreeing with that testimny, do you?

A | do know that in the |ast DST case the
incentive comp was decreased from what the company

1872



10

11

12

13

14

15

16

17

18

19

20

21

22

had requested. | don't believe there was a

conpar abl e decrease in the base pay as a result of

t hat .

Q Well, when you say it was decreased in the
| ast DST case, you mean -- if we can do this without
getting into any confidential -- you mean what was

allowed in rates was decreased, not that ComEd
decreased the program right?

A Correct. And |I'm not recommendi ng they
decrease the program at this point either.

Q If; for the next, | think, two or three
guestions, | want you to assune this if.

I f any decrease in the incentive
conpensation program was conpensated for by an
increase in noncontingent cash conmpensati on, would
you agree that even if ComkEd were to curtail its
i ncentive conpensation program and the Conmm ssion
were to fully allow that programinto rates, ComEd
woul d not be over recovering its costs as a result of
that curtail ment?

If you want me to break it down, |
can. I"'mtrying to save tine.
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MS. SCARSELLA: Can you state the assunption
agai n.

MR. RI PPI E: Q | want you to assune that any
curtailment in the incentive conp program was offset
by an increase in ComEd's actual nonconti ngent
conmpensation. So if they elimnated $10 mlIlion of
incentive comp, they increased nonincentive comp by
$10 mllion. My second assunption is the Conmm ssion
all ows the cost of incentive conmp to rates.

My question is: As long as the base
conp increases to make up for any reduction in
incentive conmp, ConmEd doesn't over-recover, right?

A To the extent that the incentive conmp that
was allowed in rates is not actually paid to the
empl oyees, then ComEd could stand to over-recover its
cost.

Q But my assunption is that any incentive --
the curtailment in incentive conmp is made up by an

increase in the base wages.

I f that assunption holds true -- I'm
not now asking you to tell me whether it will or not;
I"m just asking you to make that assumption -- then
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ConmEd in total doesn't over-recover, right?
A It's hard to answer that because the anpunt

that is allowed in incentive conmp that is allowed to

be recovered in rates, if it -- is it --
Q "1 --
A It's like the chicken and the egg, and I'm

not sure which one is comng first.
Q "1l pull the chickens and eggs apart and

see if we can get the record clear.

Let's assume the -- these are round
numbers. They're for a illustrative purposes only.
Say the conm ssion allows $20 mllion

of incentive compensation into the revenue
requi rement in this case and your worse fear occurs
next year and ComEd cancels entirely that $20 mllion
incentive conpensati on program

Are you with me so far?

A Uh- huh, vyes.

Q Now nmy assunption kicks in, and in order to
attract good enpl oyees, ComEd increases its base
salary by $20 mllion.

Its total costs next year still match
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the total costs in the revenue requirement, right?

A Ri ght .

Q Now, you understand that ComEd's annua
incentive compensation program has both a threshold
and a target level built into it, right?

A Ri ght .

Q And at threshold, incentive conpensation
begins to be funded and payouts begin, right?

A Ri ght .

Q And above threshol d, payouts can go up to a
target level but only if performance warrants?

A | woul d agree with that.

Q And above the target, they can actually go
to a third |l evel which Comkd calls distinguished if
performance i s outstanding?

A Correct.

Q Now, you agree that total annual incentive
conpensati on has been paid above target in each of
the | ast six years, right?

A Are you saying the overall incentive conp,
or are you breaking it down into the individual
incentive comp plans that have been paid in the | ast
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si X years?

Q The overall |evel of annual incentive
conpensati on has been above target in each of the
| ast six years?

A Yes, it has.

Q But in this case, ComEd is only requesting
that the Comm ssion allow into the revenue
requi rement incentive conmp costs up to target, right?

A Ri ght .

Q | f ComEd's enmpl oyees perform at an
out standi ng above target |evel, sharehol ders bear
t hat cost, right?

A If the level that ComEd has requested is
approved in rates, that would be correct.

Q On to customer deposit bal ances.

As | understand it, you request at

lines 571 through 583 of your direct and roughly 525
t hrough 532 of your rebuttal a $31.477 mllion
adj ust ment for customer deposit bal ances; is that
right?

A That's correct.

Q And the basis of that recommended
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adj ustment is that your -- is your conclusion that
customer deposit bal ances are a source of capital to
ConEd in addition to its capital structure, right?

A Cust omer deposits are funds provided by the
rat epayers that the company has use of.

Q Can you define cash working capital for us?

A It's the anmount of cash that the conmpany
woul d need to pay its bills on a day-to-day basis.

Q And dependi ng upon the way that cash
wor ki ng capital relates to the company's expenses,
that may affect the conpany's total rate base, right?

A Yes.

Q Now, in this case the conpany has not
requested an addition to rate base for cash working
capital, right?

A Ri ght .

Q And the funds that custonmers, in your
wor ds, supply through their deposit bal ances woul d
provi de cash working capital to the conpany in your
view, wouldn't it?

A As | discuss in nmy rebuttal testinmony, it's
Exhi bit 13, lines 527 to 532, |I'm not seeing custonmer
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deposits -- customer deposits have been treated
separately froma cash working capital allowance in
rate base.

Q | understand that's your testinony.

| thought | asked you a slightly
different question, which is regardless of how they
have been historically treated, that cash, to the
conpany, | ooks |like cash working capital if your
theory is correct. It's money that the company can
use just as you said in responding to my answer what
the definition of cash working capital was to pay its
operational costs, right?

A Yes.

Q And you have not conducted any anal ysis of
what the aggregate cash working capital position for
the company is, right?

A No.

Q And, in fact, as | understand it, you have
only testified to two potential sources of such funds
ot her than from the conmpany, the customer deposit
bal ances and the budget payment plan bal ances, right?

A Can you repeat that.
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Q Sur e.

You've only testified about two pieces
of what would potentially affect that total amount,
customer deposit bal ances and budget payment pl an
bal ances, which is the next area we're going to go to
in a mnute?

MS. SCARSELLA: \When you say total amount --

MR. RIPPIE: The total amount of cash working
capi tal.

THE W TNESS: While the custonmer deposits would
be funds that would be avail able for the company's
use, | testified that that is not usually treated as
a component of cash working capital as | have seen it

in prior rate cases.

MR. RIPPIE: Q 1'Il ask the question the way
you describe it -- it's clear.
You also, | think, claimat Page 5,

line 579 to 582 of your direct that customer deposit
bal ances are a cost free source of capital.
Now strictly speaking -- did you find
it?
A | found that |ine, yes.
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Q Strictly speaking, that's not quite true,
is it; ComEd pays interest to customers who have
deposit bal ances, right?

A And | do address that issue in my rebuttal
testimony.

Q And your position is if your adjustment
here gets made, an offsetting adjustnment or an
adj ustnment in the other direction should be made for
that cost?

A And | proposed an adjustment on ny schedul e
13.5 for the interest associated with customer
deposits.

Q Now, let's talk briefly about budget
payment plan bal ances. This is not by rate case
standards a whole | ot of noney. It's a $529, 000
adj ustment that you propose at |lines 584 through 600
of your direct.

Is the basis for that adjustnment the
sanme as the basis for the customer deposit bal ance;
namely, that you believe that it's noney that the
customers contribute to the conpany that allow it to
fund its operations in a way -- that's a very | ong
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question. Forget it. "1l try it again.

Is the basis the same; that's noney
avail able to the company that it doesn't have to get
from somewhere el se?

A Yes.

Q Now, in both of those cases, you propose to
deduct, that is, customer deposit balances and budget
payment plan bal ances, you propose deductions from
rate base, right?

A Ri ght .

Q So the net effect is to credit, if you

will, customers at the overall rate of return for
ComEd?

A | suppose that's one way you could put it,
yes.

Q If the rate base goes down, the change in

the revenue requirement is going to be that rate base
Delta tinmes the overall rate of return, right?

A Correct.

Q In the same manner, would you agree that if
and when sharehol ders provide money that offsets
ConEd's need to obtain capital from some ot her
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source, it should get an anal ogous credit, they
shoul d get an anal ogous credit?
A VWho do you mean they?

Q Shar ehol der s.

>

The sharehol ders. Not necessarily.

Q Why not ?

A Because -- just because the sharehol ders
spend money does not result in something that should
be recovered through rates.

Q Fair enough. [I'Il try to make the question
alittle nore precise then.

Much |ike the customer deposit
bal ances and the budget payment plan bal ances, if
shar ehol ders provide noney that relieve the conmpany
of the need to turn to other sources |like the capital
mar kets to get the noney it needs to prudently
performits utility obligations, should they get an
anal ogous credit?

MS. SCARSELLA: You said prudently. You don't
mean to make any | egal conclusion fromthis witness?

MR. RI PPI E: No.

MS. SCARSELLA: Okay.
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MR. RI PPI E: I mean to actually help Ms. Ebrey
out .

Q You don't need to tell me -- |'m not
tal ki ng about a case where ConEd wastes the noney,
okay. ConEd is spending the money to performits
legitimate utility functions.

A Shar ehol ders provide noney for ConEd to
legitimately performits utility functions, then |
t hi nk your phrase was they should receive an
anal ogous credit.

Q Anal ogous credit.

A Yes.

Q Okay. Next topic, pension assets or
pension contributions.

Now, will you agree at the outset with
me that in this case Exel on Corporation caused funds
to flow to ComEd which permtted an approxi mately
$803 mllion contribution to the pension trust for

ConEd pension liabilities?

A Yes.
Q | scrupul ously avoided using the word asset
because | know you don't |ike that word.
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You don't call into question the fact

that that contribution was actually nmade?

A No.

Q $803 mllion of real noney actually flowed,
right?

A Yes.

Q And Exel on could have spent that $803
mllion on something else; buying $803 m I lion of
power plants, for exanple?

A | don't know what Exelon could or could not
have done with that money.

Q And are you aware that in order to get that
nmoney, Exelon went to the capital markets and
i ncurred obligations?

A Yes.

Q Now, if I can ask you to turn to lines 59
t hrough 61 of your direct. You testify there, and I
guote, that a pension asset is recognized if net
periodic pension costs is |less than amounts the
empl oyer has contributed to the plan, period.

Putting it another, comma, nmore sinmplistic way,
comma, it is the amount by which a pension plan is
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overfunded.

Now, | want -- |I'm now going to use
asset in sort of the normal sense of asset, not in
any technical accounting way.

Do you deny that a real asset has been
contributed if additional funds are placed in a
pension trust account to pay future expenses of that
trust fund regardl ess of whether or not the plan is
overfunded?

A Since the cash which was contributed is an
asset, yes, | will agree that an asset was
contributed to the plan.

Q And you woul d expect, would you not, that
if $803 mllion of noney is in that trust, more than

was in before, the trust is going to earn nore,

right?
A Ri ght .
Q In fact, even by rate case standards a

whol e | ot more, right?

A It shoul d.

Q And you have no reason to believe that
ConEd' s pension trust is performng in any way other
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than it should in that respect, i.e., it's earning
money?
A My only problemwith that statement is it's

my understanding it's Exelon's pension trust that
ConEd empl oyees benefit from

Q Wth that correction, would you agree with

me ?

A Yes.

Q And woul d you al so agree that because of
the -- strike that, please -- that when a trust fund

earns nore on a going forward basis, the pension
expense recogni zed by ComEd is |ess?

A Not necessarily. There's a | ot of other
factors than just the earnings on the trust fund that
woul d i mpact.

Q Got it. | understand. We'll make it --
we'll put nmy famous all other things being equal into
t he questi on.

Al'l other things being equal, if you
pile $803 mllion more into the trust fund, you would
expect going forward pension expense to be |ess,
right?
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A Al'l other things being equal, right.

Q Now, there was a |little bit of a debate
during the case on what that all other things being
equal number was.

But based on the evidence available to

you now and isolating all other changes, just the

change resulting fromthat $803 mllion contribution,
do you accept that the net change in pension -- test
year pension expense is about $30 mllion?

A | would agree that the difference in the
pensi on expense with the $803 mllion contribution is
$30 mllion less than the pension expense would have

been had the contri buti on not been made.
Q Saved anot her page.
And that reduction is reflected in the

actuarial study, right?

A Yes.

Q Are you famliar with the -- | call it the
puzzl e piece chart. It's Exhibit 35.4 that is
attached to the surrebuttal testimony of -- 1 think |

got the nunber wrong. No. Ms. Houtsna.
Are you famliar with that?
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A Yes.

Q | "' m going to ask you about three questions
about this little chart. Maybe | ess than three
guesti ons.

The 30 mlIlion that we just talked

about is reflected in the difference between the $12

mllion number in the blue funding scenario and the
$42 mllion number in the red no funding scenario?
A Ri ght .
Q | guess | only had one question. Sorry.

Now, staff's proposal in this case
does not provide ConEd or ComEd's shareholders with
the benefit of the $30 mlIlion reduction, does it?

A The $30 mllion reduction is the reduction
in pension expense and so --

Q You' ve reduced ComEd's rates to reflect
that $30 million reduction, right?

A The pension expense that | propose shoul d
be included in rates is the 11.7, | believe.

Q And you have done that despite the fact
that that $30 mllion reduction is the result of the
$803 million contribution, right?
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A To determ ne the | evel of pension expense,

I relied on the actuarial study for 2005.

Q Whi ch we' ve previously determ ned included
t hat ?

A It does include the contribution, yes.

Q And you make no cl aim anywhere that any
portion of that $803 mllion was ratepayer funds,
right?

A Ri ght .

Q Now, you also on, | believe, line 81

roughly through 85 of your direct testinony argue for
a disall owance of what we're calling the, quote,
pensi on asset, unquote, on the grounds that it was
di scretionary?

A What |ines?

Q | think it's 81 through 85.

Of my direct testinmony?

Q | thought it was. | have a little i mge of
it here. Maybe it's your rebuttal. Give nme a
second.

MS. SCARSELLA: It's rebuttal.

MR. RI PPI E: Yep. W ong agai n.
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Q lt's rebuttal. | apol ogize.

A What was your question? | do have that
section.
Q | just asked you to read -- one of the

grounds for the disallowance of the inclusion of that
asset in rate base is because you said that

contribution was discretionary?

A Ri ght .
Q Now, is it your understanding that in
general it is a criteria -- a criterion that nust be

met before an asset can be included in rate base that

its creation was not discretionary?

A No.
Q In fact, the rate base in this case is
filled with assets, the creation of which was

di scretionary, right?

A Ri ght .

Q And as long as those assets are used and
useful and acquired at a reasonabl e and prudent cost,
again with your understanding of those ternms, they go
into rate base, right?

A Ri ght .
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Q | think my | ast pension question.
You make a claimon approximtely |ine

191 of your rebuttal that recognizing this asset
woul d i ncrease the conpany's overall revenue
requi rement by 27.9 mllion, right?

A Ri ght .

Q Your testimony that this contribution would
hurt customers was based on the prem se that the

reduction in pension expense was |ess than 29.7

mllion, right?
A Ri ght .
Q If, in fact, the reduction is 30 mllion,

customers are better off, right?

A | think that the reduction that |'m talking
about and the reduction that's on your chart are
based on two different -- two different conparisons.

Q Well, your comparison at |ines 198 through
203 sinply conpared the 27.9 mllion to the

difference between two years' pension expense, right?

That's a number that is 8.6 mllion?
A Yes.
Q And 8.6 mllion, that number includes al
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the things that changed between those two years,
right?
A That number does not include the
contri buti on.
Q Ri ght .
But it includes all of the other
things that changed between the pension expense in

05 and the pension expense in '04?

A Ri ght .
Q If we just isolate the effect of the
contribution, if customers benefit by 30 mllion and

it increases the revenue requirement by 27.9, they're
better off, right?

A Once again, the 30 mllion is the
difference between -- it's saying, okay, we've made
the contribution and then we've removed it. And ny
8.6 mllion is the contribution never happened. The
expense for '04 was 33.3 mllion. I f the
contribution was not even -- it never happened, it
was never an issue, the company's pro forma
adj ust ment woul d have only been an increase of 8.6

mllion. That would be the only inmpact on the

1893



10

11

12

13

14

15

16

17

18

19

20

21

22

revenue requirement if the contribution was not even
contenpl ated in this proceeding.

(Wher eupon, there was a

change of reporter.)

BY MR. RI PPI E:

Q Isn't it true that the 8.6 mllion is
simply the difference between the 41.9 mllion
estimated 'O05 pension expense and the 33.3 mllion

2004 actual expense?

A Yes.

Q And those numbers include all -- reflect
all of the other things that may have changed with
pensi on expense between 2004 and 2005; right?

A Yes.

Q They woul d, for exanple, reflect a change
in the rate of which the trust fund is earning?

A Ri ght .

Q A change in the actuarial assunptions, for
exanple, the predicted lifetinme of people taking
pensions, the predicted retirement age, all other
actuarial signs?

A Ri ght .
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Q On to uncoll ectibles.

As | understand your testinmony, you
claimthat Commonweal th Edi son's all owance for
uncol l ecti bl e expenses should be reduced based on --
wel |, should be reduced. | have rebuttal, for
exanmpl e, Lines 466 to 518; is that right.

A That's correct.

Q The uncol | ecti bl es expense ratio which you
suggest will be applied to charges for ComEd
providing delivery services in this case?

That's a terrible question. |'m going
to rephrase that.

I f the uncollectible expense ratio you
recommend is adopted by the Comm ssion, it will be
applied to revenues resulting fromthe provision of
deliveries services.

A Correct.

Q It won't be applied to the provision of
ot her services, right, not the subject of this case?

A Ri ght .

Q Now, you base the derivation of your
uncol l ectibles ratio on a multi-year average that
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includes all classes of ComEd customers; right?
A Correct.
Q And, in fact, you' ve | ooked back five
years; right?
A | believe that's correct.

Q And you use at sinmple average of five-year

expense?
A Ri ght .
Q And you agree that uncollectibles both

total dollars and ratios can and do vary depending
upon the class of the customer taking service?

A They can.

Q And, in fact, they do; right?

Conmpani es data show they do; right.

A The information the conpany provided did
have different uncollectible percentages for the
different classes, yes.

Q And you found no reason to doubt the
accuracy of that data?

A No.

Q And are you also aware of whether or not
the rate of, 1'Il call it shopping by customers, vary
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by class; that is, the rate at which custonmers take
delivery only as opposed to button services?

A | agree with that.

Q There's nore shopping in the large C &
than the small C & | and little to none in the
resi dential class; right?

A | woul d agree with that.

Q Woul d you al so agree that there are
different drivers of uncollectibles for different
cl asses of customers; that is, for residenti al
custonmers it may be nore influenced by the
unenpl oyment rate or the change in prices of other
products such as natural gas; while in the business
sector, it may be driven nore by business cycles or
particul ar conpanies falling on bad tinmes?

MS. SCARSELLA: Bef ore Ms. Ebrey answers, she's
not our rate witness and she's only testifying as to
her understandi ng how these rates -- you know, the.

MR. RI PPI E: It's my | ast question of that
nature. |If she doesn't know.

THE W TNESS: Can | get you to repeat that?
It's late in the day.
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MR. RI PPI E: I know.

Actual ly, you Honors, |'ve got
about -- my guess is I'mright on time. | probably
have 20 m nutes left. If the witness needs to take a

break, this is probably a decent time after this
guestion.

THE W TNESS: We can go on.

BY MR. RI PPI E:

Q I'Il repeat it.

For different classes of customers,
there are different drivers for the uncollectible
rate. For exanple, for residential customers, it may
be influenced by the rate of unemploynment or the
prices of other utilities |ike natural gas.

Wher eas, for businesses, it may be
determ ned by the business cycles or the bad fortunes
of a particular |arge industrial customer.

A | would agree with that.

Q Now, you did not analyze, did you, whether
or not your proposed five-year overall average was
representative of uncollectible ratios by class?

A | didn't do an analysis of my own.
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However, in the conpany's response to one of my data

requests, the overall percentage -- let me refer to
t hat data request. It's Attachment A to my rebuttal
testimony. And | don't -- this isn't confidential.

The Attachment 1 of 1 to the company's
response to my data request TEE 17.02 shows the
various uncollectible rates by customer cl ass. But
it appears fromthis schedule on a whole the overal
uncol lectible rate is .72 percent, which is exactly
the same percentage that |I'm recommendi ng.

Q Woul d you be so kind as to give nme the page

number you're reciting one nore tine.

A It's Attachment A to my rebuttal testimony.
Q Got it. It's Page 2 of 2.

A 2 of 2.

Q Of 17.027

A Ri ght .

Q Now before we get to 17.02, my question

again is: You did not performan analysis to
ascertain whether your proposed five-year average for
uncol l ectibles is representative of current |evels by
class; right?
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A Ri ght .

Q And on 17.02, that data includes
uncol l ectibles for all classes regardless of their
propensity to take delivery or the relative use of
the delivery versus some other service; right? [It's
just a sinple sumin dollars?

A This is what the company provided me when
asked for the work papers to support their
uncol | ecti bl es. | didn't go back and try to
determ ne how these numbers were derived.

Q Okay. So the answer to nmy question is

you're not sure one way other the other?

A Ri ght .

Q If you'll indulge me with one question,
please. | think it's fair; but if you don't know,
tell me.

Do you know whet her staff witness
Hat hhorn's adjustment to the uncollectibles ratio
included in her gross revenue conversion factor
conputation is based on your work or whether she did
some of her own.

A | believe she used the .72 percent that |
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recommended.

Q On to materials and supplies.

You propose $1.609 mllion adjustnent
to materials and supplies inventory; right?

In your rebuttal. | think the cite is
567 through 594.

A Yes. M adjustment on Schedule 13.7 is a
decrease of 1.609 mllion.

Q And the basis of that adjustment is your
decision to replace the test year and actual number
with a 13-nonth average over the previous 13 mont hs?

A Correct.

Q And the rationale for you replacing the
test year end number with an average is that
mat eri als and supplies inventory varied; right?

Mont hly.

A Over the -- 1 think it was three or four
years of data that the conpany provided, yes.

Q And that would be the data that appeared on
ConmEd' s Schedul e B, dash, 8.1, which also | think
appears in Jerry Hill's rebuttal Schedule 10; right?

A Ri ght .
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Q Now over that period, sonetinmes the
mat eri als and supply inventory went up; sometimes it
went down; and sometimes it remai ned steady for a few
mont hs; right?

A Rel atively steady.

Q Do you believe that there were any base
trends at work that would tend to drive the materials
and supplies inventory up or down on a general basis

over that four-year period?

A | *'m not aware of any.

Q But you are aware that some materials and
supplies will vary seasonally? For exanple, those
are expended -- those that are expended during storm
reduction efforts will tend to decline in the summer?

A Not necessarily. The company may purchase

more of that particular supply during the sumrer
mont hs when everyone can use nore. You know, | don't
know what their purchasing history would be. | just
| ook at the balances at each nmonth.

Q So you don't know one way or another
whet her we coul d expect to see a systematic seasonal
variation?
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A No.

Q Now, if instead of taking the 13 nonths you
had attempted to adjustment for the variation that
you testified was not the product of any long-term
trend by averaging the entire 48 nonths of avail able
data, do you know what the result would have been?

A No, | don't.

Q |f there was a systematic downward trend,

you woul d expect the newest data to be the | owest;

right?

A Ri ght .

Q And for, in fact, if ConmEd -- in fact, if
there was such a trend, you would expect, if ConEd

had based its revenue requirement contribution on
the -- wait. It is getting |ate.

If there was a systematic downward
trend and ComEd picked the | atest data, you would
expect it to be the |owest data; right.

A Ri ght .

Q And if there was a systematic upward trend,
you woul d expect the |longer -- a |onger averaging
period to produce a |ower number; right?
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A Ri ght .

Q Woul d you agree that basic energy prices,
for exanple, oil, natural gas, and gasoline inpact
the price of many of the materials that ComEd uses
and maintains in inventory?

A | don't know.

Q On to environmental expenses, which |I am

happy to report is my |ast major topic.

| think the same statement | made with
respect to incentive conmp applies here. Il think I've
constructed this in such a way that we will not need

to tread into any confidential information. But if
you feel that a full and fair answers requires you to
go there, would you warn me in advance, please.

A Yes.

Q Now, you support ComEd's recovery of MGP
costs through a Rider mechanism right?

A Ri ght .

Q And you, on the other hand, oppose recovery
of non-MGP costs through a Rider mechanism at | east
a Rider mechanismin this case?

A Through the Rider that's been proposed by
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the conmpany in this case, yes.

Q Now, you recognize -- do you agree that
ConEd is, in fact, currently and will continue to
incur environnmental remediation costs related to MGP
sites?

A Yes.

Q MGP means Manufactured Gas Plants; right?

A Correct.

Q And do you al so agree that ConEd is
currently incurring and will continue to incur
environmental remediation costs related to places
ot her than MGP sites?

A The company did provide a budget, if you
will, for non-MGP costs, yes.

Q But you woul dn't expect suddenly all the
non- MGP | and that the company touches to be free of
any environmental contam nation of any kind; would
you? | mean, that would be unexpected; right?

A | do know that on the budget, and |I'm not
sure what document that was that was provided, that
showed the budget going out to the year 2032, |
bel i eve, the non-MGP costs did stop in the year 2010,
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2012.
Q You don't know whet her that's because the
conpany expects all land to become non-contam nat ed

or somet hing because that's the extent of the budget;

right?

A Ri ght . | don't know why it stopped at that
poi nt .

Q But to answer nmy question, you would be

surprised if suddenly all the non-MGP | and that the
conpany dealt with would become free of all
environmental remediation costs; right?

A | don't know.

Q Okay. Now you acknow edged that annual MGP
costs vary and that's one of the reasons why Rider
recovery is brokeraged; right?

A Ri ght .

Q And you also agree that the costs are
unpredi ctable in amunt?

A | think the unpredictibility is related to
what the conpany is going to find when they get into
the remedi ation. Once they know what's there | think

they can predict with nore reliance on what the cost
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will be.

Q But we can't make that prediction until we
| earn what | and we have to touch and whet her or not
it's contam nated right?

A For the MGP?

Q Yes.
Yes.
Q Now, woul d you agree that non- MGP costs

also vary significantly fromyear to year?
A | do not believe that the non- MGP costs

vary as significantly as the MGP costs did.

Q Well, would you agree that the data
provided by M. Hill show that within a ten-year
period they vary fromtwo-tenths of mllion to
2.6 mllion?

I think it's Hi Il rebutta
Schedul e 18.
A Yes.

Q And that is a 13-fold variation fromthe
mnimumto the maxi munt right?

A Ri ght .

Q Can you identify any other significant type
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of discrete operating charge included in ComEd's
operating expense that has varied by a factor of 13
over a ten-year period and has not recovered through
a Rider?

A | haven't performed an analysis |ike that
of ComEd' s expenses.

Q As you sit here today, you're not aware of
any, though; are you?

A No, because | haven't done that type of
anal ysi s.

Q Now, woul d you agree with me that both MGP
and non- MGP costs are related to state and federal
environmental | aws and regul ations?

A Yes.

Q And ComEd must follow those | aws and
regul ations; right?

A Ri ght .

Q And ComEd has no control over their
dictates; right?

A | don't know what ComEd can or cannot do to
i nfluence what those dictates may be.

Q Well, | certainly don't mean to imply that
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ConmEd or any party m ght not have options in worKking
with regul atory agencies that to effect appropriate
remedi ati on. But you will agree with me at | east
that ComEd doesn't write the rul es?

A | believe that ComEd can influence what

t hose final rules are.

Q By participating in the political process?
A Ri ght .

Q As can any ot her party?

A Ri ght .

Q Putting aside how ComEd m ght participate
in the political process, those rules are a product
of legislation and rul emaki ng, not a product of ComEd
voluntarily agreeing to undertake remedi ati on?

A Ri ght .

Q Okay. Now, do you have know edge of any
particul ar policy of insurance that m ght result in
proceeds that ComEd could use to defray non- MGP
costs?

A | have not done any review of ConEd's
i nsurance policies, so | would have to say no.

Q At Line 637 through 49 of your rebuttal
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you make a claimthat non-MGP costs result from
ConmEd' s past generation activities not related to
delivery. Did | sort of fairly summarize that?

A Coul d you give me that summary again.
was trying to find the cite and I didn't --.

Q Sure. Have you found the cite?

A 637 to 649?

Q Yes.

My summary was that, non-MGP costs
result from ConmkEd' s past generation activities that
are not related to delivery.

A It appeared to ne that some of the non- MGP
costs were related to their generation function and
not delivery. | don't feel like |I had enough
informati on to know exactly what all those costs were
related to.

Q Do you know whet her any of the MGP costs
relate to property that was on sites formally
occupi ed by generating stations?

A As | sit here right now, no, | can't say.

Q Now, do you agree that ComEd incurs non- MGP
remedi ati on costs related to land that it owns or
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owned which it -- to which it brings regul ated waste
material for treatment of disposal?
I's that just one category.

A Yes.

Q And those activities in the main would
relate to prior activities of ComEd or its
predecessor conpanies; right?

A What do you mean those activities in the
mai n?

Q Largely. Those activities largely relate
to prior activities of ConmEd or its predecessor
conpani es.

A Once again, | haven't gotten into the
details of the non-MGP sites enough to feel I|ike I
can answer that question.

Q Let's break the world up into two pieces.
There's remedi ation related to activities in the past
and remedi ation related to activities going forward.
Okay?

Remedi ation related to activities
going forward is remedi ation related to the
activities of the delivery conmpany; right.

1911



10

11

12

13

14

15

16

17

18

19

20

21

22

A Well, if | understand right, | would think
that activities going forward, the company woul dn't
create any environmental problens that there would
need to be remedi ati on of.

Q Well, for example, we buy a new substation
site and we go out there and we find that the land is

contam nated, are remedi ation costs for that

substation site will be related to our delivery
activity, right, if wanting to build a substation?
A Okay. | would agree with that.

Q So because ConEd is a delivery company
going forward, if we incurred new remedi ati on
obligations by virtue of our activities, those relate
to delivery functions; right?

A Ri ght .

Q Now, let's tal k about the backward | ooking
ones; okay?

Can ConEd avoid the costs its incurred
by actions in the past sinmply because it's a delivery
company.

A No, but I don't think I was saying ComEd
could avoid those costs. M point was | don't know
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that those costs are appropriately passed on to the
delivery custonmers.

Q If in the alternative they're put into base
rates rather than a Rider, what customers pay?

A | don't believe they should be put in base
rates in this case.

Q Where, if anywhere, do you believe they
shoul d be recovered?

A | really don't know because, as |'ve said
before, |1 don't know enough about those costs to know
where they could be recovered. But fromthe
information that |1've | ooked at, it doesn't appear
that there are related to delivery services.

Q Ot her than --7?

A And that's my focus in this case, is what
shoul d be recovered from delivery service custoners.

Q Ot her than Rider ECR or the base rates at
issue in this case, are you -- strike that.

MGP costs aren't all related to
ConEd's activities as the delivery conpany either;
right.

A Probably not.
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MR. RIPPIE: Can | just have a m nute, please.
Thanks very much.
MS. SCARSELLA: One mnute to let you know if
we need nore time.
Just a few m nutes.
(Wher eupon, a brief
recess was taken.)
JUDGE DOLAN: Back on the record.
MS. SCARSELLA: We have no redirect.
JUDGE DOLAN: Thanks, Ms. Ebrey. You're
excused.
We are down to one witness.
MR. FOSCO: Your Honor, staff would call
Dr. Eric P. Schlaf and ask to be sworn in.
JUDGE DOLAN: Sir, would you please raise your
ri ght hand.
(Wtness sworn.)

JUDGE DOLAN: All right. Proceed.
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ERI C P. SCHLAF, Ph.D.,
havi ng been called as a witness herein, after having

been first duly sworn, was exam ned and testified as

foll ows:
DI RECT EXAM NATI ON
BY
MR. FOSCO:
Q Woul d you pl ease state your nane for the

record and spell your |ast name.

A Eric P. Schlaf, S-c-h-Il-a-f.

Q Dr. Schlaf, did you cause rebuttal
testinony to be prepared in this proceedi ng?

A Yes, | did.

MR. FOSCO: Your Honor, pursuant to our
shortened procedures, | will identify for the record
Dr. Schlaf testinmony. Dr. Schlaf filed rebuttal
testi nony that was marked as | CC Staff Exhi bit
No. 20.0 on February 27, 2006. It was filed on
e-docket as Document No. 165106.

BY MR. FOSCO:

Q Dr. Schlaf, is the testimny that | just

descri bed true and correct to the best of your
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know edge?

A Yes.

MR. FOSCO: Your Honor, with that, we would
move for adm ssion of |ICC Staff Exhibit 20.0, and
tender M. -- Dr. Schlaf for cross-exam nation.

JUDGE DOLAN: Any objection?

MR. ROONEY: None.

JUDGE DOLAN: Al'l right. | CC St aff
Exhibit 20.0 will be admtted into the record.

(Wher eupon, | CC Staff
Exhi bit No. 20.0 was adm tted
into evidence.)

JUDGE DOLAN: Proceed.

M. Neilan, | believe.

MR. NEILAN: Sure. | believe | need to enter

my appearance for the record. MW name is Paul

Neil an, N-e-i-l-a-n, of the law firm of G ordano &

Neilan, Limted, 360 North M chigan Avenue, Chicago,

here representing the Building Owmers and Managers of

Chi cago -- Managers Associ ati on of Chicago.
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CROSS- EXAM NATI ON
BY
MR. NEI LAN:
Q Good afternoon, Dr. Schl af.
A Good afternoon.
Q | just have a few questions to ask you on
your testimony concerning Rider resale.
A Okay.
Q If I can refer you to your rebutta
testi mony Staff Exhibit 20.0, Page 15, Lines 343 to
348.
A Okay.
Q Is it correct that you have two concerns
about BOMA's proposed | anguage for Rider resale?
A Yes.
Q And is it correct that the first concern
that you have is that it's not apparent to you why a
reseller building is not an ARES under the Illinois
Public Utilities Act?
A Yes, that is a concern.
Q And is it correct that your second concern
is that a reseller building can charge potentially
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wildly different rates to tenants?

A Yes. Wth the provision that | mentioned
that | assume for the second concern that the
buil di ng owner -- a building owner could resell

electricity without receiving an ARES certificate.
Q Are you aware that Commonweal th Edi son
Company, the Illinois Industrial Energy Consumers,
and the Coalition of Energy Suppliers all support
BOMA' s proposed Rider resale | anguage as a way to

address the reseller issue --7?

A Yes.

Q -- post-20067?

A Yes. I"m sorry, yes.

Q And isn't it true that you expression

concerns about | andlords charging potentially wildly
different rates despite the agreenment of ComEd, the
Il EC and the coalition of electricity suppliers
because BOMA's proposed | anguage allows written | ease

| anguage to govern a reseller's electricity charges?

A ' m sorry, could you repeat that question,
pl ease.
Q Sure.
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Isn'"t it true that you' ve expressed
concerns about | andl ords charging potentially wldly
different rates despite the agreenment of ComEd, the
Il EC and SEC because BOMA's proposed | anguage all ows
written | ease | anguage to govern a reseller’'s
electricity charges.

A That is assum ng that the amount is stated
in the | ease. Under the | anguage as proposed, it is
possi ble that two seem ngly simlar tenants could be
charged different rates.

Q Isn't it true that the support of the
coalition of electricity suppliers for BOMA's
proposed | anguage i ndicates that other alternative
retail indicates that Alternative Retail Electric
Suppliers have no objection to reseller buildings not
being certified as ARES?

MR. FOSCO: I"m going to object for
foundati onal and calls for specul ation. He' s aski ng
what it indicates about parties other than the
coalition.

MR. Gl ORDANO: It refers to the coalitions.

MR. FOSCO: So you're asking, Pat, that --.
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MR. NEI LAN: That he was aware of CES support
of BOMA's | anguage and whether -- since SEC is a
coalition of other Alternative Retail Electric
Suppliers, if they support this |anguage, does the
wi tness interpret that as an indication that those
ot her ARES have no objection of reseller buildings
not being certified as ARES.

MR. FOSCO: | guess I'IIl still object as
calling for specul ation.

JUDGE DOLAN: | know. Overruled to the extent
he can answer.

THE W TNESS: " m aware that they have no
obj ection to the | anguage. | am not certain about
what that m ght imply for their view of having, for
exanpl e, potential conmpetitors.

BY MR. NEI LAN:

Q Are you famliar with the direct testimony
of Messrs. Brookover and Chil dress who appeared on
behal f of the Building Owners Managers Associ ation?

A | read the testimony, although not
recently.

Q Did you read the text of the Rider resale
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| anguage in that direct testinmny?

A Yes. I think that | anguage.

Q | have it here.

A That | anguage may have started with those
wi t ness, and what |I'm | ooking at now is the ConEd

comments on that | anguage.

Q Ri ght .

| think the | anguage is the same, but

do you agree that the Rider resale | anguage that was
proposed by BOMA does not expand the nunmber of
resellers; that is, all the people who would continue
to be resellers must have continuously resold
electricity since 1957.

A The tariff is somewhat confusing on that
poi nt, but that's my understanding of the intent.

Q Do you recall reading a statenent by
Messrs. Brookover and Childress in their direct
testimony to the effect that the pressure to attract
and keep tenants in a conpetitive real estate market
will deter sellers fromimposing excessive
electricity charges?

| can show you the text in their
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testinony if you care to see it.

A | don't recall seeing that, but | will
accept that they mention that in their testinony.

Q Isn't it true that the comercial rea
estate market in the metropolitan Chicago area
reflected a 20 percent vacancy rate in the 4th
guarter of 20057

A | have no way of knowi ng whether that's
true or not.

Q Is it your position that the commercia
real estate |easing market in Chicago is not
competitive?

A | have no opinion on that.

Q Have you ever worked at property managenment
firmor been in the business of |easing property as a
| andl ord or | essor?

A No.

Q | f you assume that a reseller |andlord and
a tenant have a | ease or other written agreenment that
sets forth the terms on which the |andlord wil
charge the tenant for electricity, do you agree that
in such a |l ease the electricity can be expressed as a
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charge in addition to rent?
A |*"m sorry, the question is, could it be --.
Q Sur e.
I f you have a | ease or other written
agreement between a | andlord and tenant --.
A Yes.
Q -- that addresses how the | andlord will

charge for electricity, that that electricity charge

can be expressed as a charge in addition to rent --7?
A Yes.
Q -- rather than, say, a rent inclusion?
A Sur e.

Q Do you also agree that nothing in BOVA's
proposed Rider resale |anguage will prohibit or
restrict a tenant of a reseller builder -- building
from conmparing the electricity price offered by a
reseller building and the ConEd rate that the tenant
woul d otherwi se pay if it chose a non-reseller
bui | di ng?

A |f the price were clearly stated in the
agreenment between the tenant and the buil ding owner,

an informed custonmer could conpare that charge with
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ComEd r at es.

Q So to return to my prior request about the

charge for electricity being expressed as a charge in

addition to rent, then your answer would be yes; is
that correct?

A Yes.

Q Isn't true that the same buil dings that are

currently reselling under Rider 12 have been
reselling since 1997 without a certificate as an
Alternative Retail Electric Supplier fromthe
[1Tinois Commerce Conmm ssion which certificate has
been required for retail electricity suppliers?

A Yes. But there's -- they're permtted to
do that under an existing tariff, Rider 12,
bel i eve.

Q So the answer is yes?

A Yes. Under the existing tariff.

MR. NEI LAN: Just a monment.
BY MR. NEI LAN:

Q In existing Rider 12, is there anything
that requires reseller buildings to obtain ARES

certification fromthe Conmm ssion?
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A | do not believe so.

Q ' m sorry?

A | do not believe so.

Q s that a no?

A That is a no.

Q s there anything in Rider 12 that

addresses ARES certification of reseller buildings?

A Not that | recall.

Q Is that a no or a yes?

MR. FOSCO: I"m going to object. | mean, the
wi t ness answered. He said he doesn't recall. |
think that's an answer.

JUDGE DOLAN: | think he's | ooking for yes or
no.

BY MR. NEI LAN:

Q It's a yes or no question?

A Coul d you ask the question again.

MR. NEI LAN: Perm ssion to approach the
wi t ness.

JUDGE DOLAN: Yes.

BY MR. NEI LAN:
Q Here's the text of Rider 12 to refresh your
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recol | ecti on.

A | do not see a reference to ARES
certification in Rider 12.

Q So the answer is no?

MR. Gl ORDANO: That's good enough.
BY MR. NEI LAN:

Q And isn't true that the Conmm ssion has been
l'i censing ARES since 1999, Alternative Retail
El ectric Suppliers since 19997

A Maybe ' 99. It may be 1998, but certainly
bef ore the market opened in October 1999.

Q Isn't it also true that you have not
proposed any alternative | anguage for Rider resale?

A That's true.

Q And are you proposing that ConEd's tariffs
be amended so that buildings that have been reselling

electricity since 1957 not be allowed to continue to

do so?
A No, |'m not.
Q s it your position that the Illinois

Commerce Comm ssion has jurisdiction over |andlord
tenant disputes?
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MR. FOSCO:

it calls for a |l ega

MR. NEI LAN:

guesti on.
JUDGE DOLAN:

BY MR. NEI LAN:

Q s it your

stri ke that.

Is i

Commerce Comm ssi on would now hear

' m going to object. | think that
concl usi on.
Well, let me rephrase the

| was going to say that.

t your position that

position that

with your --

the Illinois

| andl ords and tenants on electricity charges.

A | mention on Page 16 of ny testinony |

accept the tariff
determ nation that
ARES certificate.

MR. NEI LAN:
BY MR. NEI LAN:

Q Just to

as written,

assum ng t hat

buil di ng owners do not need an

Just a nmonment,

clarify, is

it

your

pl ease.

di sputes between

there's a

position that

you're accepting BOMA's proposed | anguage if a

reseller buildings do not

A Yes, that's ny testinmony.

MR. NEI LAN:

That's all

had.

No further

need an ARES certification?
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gquesti ons.
JUDGE DOLAN: Thank you

Does ConmkEd have any questions?

MS. POLEK- O BRI EN: I think I1EC does.
CROSS- EXAM NATI ON
BY
MR. ROBERTSON
Q ' m going to ask a couple of questions. He
asked a |l ot of themthat I m ght have asked, so if
I'msimlar, forgive or tell nme.

My name is Ryan Robertson and |I'm
going to ask a few questions on behalf of I1EC
concerning the Rider resell also.

And in your testinony you propose
modi fication to the Rider resale | anguage that shows
up in the ComEd wi tnesses Alongi and Ml nernery

rebuttal testimony; correct.

A Yes. M. Neilan asked me do I recommend
any modification. And if | can -- |I'm sorry, maybe
just --.

Q No. It's a deletion, not any Kkind of

modi fication; correct?
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A Yes.

If it's appropriate to answer with
reference to the previous question, | do reconmend
modi fication or in the form of a delusion if the
Commi ssi on determ nes that building owners do need an
ARES certificate. Otherwi se, | do not recommend any
modi fication to it.

Q s it your understanding that a tenant is
free to choose a business |location to | ease based on
t heir approval of the ternms and conditions of the
| ease agreement ?

A Yes.

Q Okay. Is it your understanding the terns
and conditions of a | ease agreement are usually in
moder at e negoti ati on between the | andlord and the
t enant ?

A | would assunme that they are.

MR. ROBERTSON: No further questions.

JUDGE DOLAN: Thank you

MR. ROONEY: Your Honor, John Rooney on behalf
of Comonweal th Edi son Conpany. It's my understand

that CUB who had 20 m nutes no | onger has that time;
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is that correct.
JUDGE DOLAN: Yes. Go ahead.
CROSS- EXAM NATI ON
BY
MR. ROONEY:
Q Good afternoon, Dr. Schlaf?
Good afternoon.
Q One question on Rider resale.

Just so | understand your position,
it's your position -- is it your position that it's
up to the Comm ssion to determ ne whether or not an
ARES certificate is appropriate under the scenario
t hat enconmpasses Rider resell.

A Yes.
Q And it's staff position -- does staff have
a position in terms of whether or not ARES

certificate is appropriate?

A Personally, | don't understand why a
buil di ng owner doesn't have -- doesn't need an ARES
certificate. I am not certain whether that is the

Staff | egal opinion.
MR. ROONEY: Thank you. | have no further
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JUDGE DOLAN: Any redirect?

MR. FOSCO:. Give us just

JUDGE DOLAN:

Okay.

(Wher eupon, a brief

re
MR. FOSCO: No
JUDGE DOLAN:

done today. Ri ght,

Al ri

continued to tomorrow norning at

be back in the main

cess was taken.)
redirect.
Al'l right. Then

not hing el se for

one m nute.

think we are

t oday?

ght. We'll be entered and

hearing room

(Wher eupon, further

9:00 a.m, and we'l|l

proceedi ngs

in the above-entitled matter

were continued to March 29, 2006,

at

9: 00 a.m)
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